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CEO'S LETTER

The year 2006 was a breakout year for the energy industry and an outstanding year for
Tengasco. In 2006 the Company set oil preduction records by day, month, quarter and
year. This inereased production ¢oupled with record prices tast summer led to record
financial performance, with all time record revenue, cash flow, and profit margins
achieved. Using any measuring stick of performance for an E&P oil company of our size.
these results were excellent, We saw the solid foundation of a strong oil company set in
2005, and we saw the generic growth gencrated by active development drilling on
existing properties and the benefits and value of our holdings in 2006.

We now look to build on the last few years’ results with a combination of solid growth
from low risk drilling and develepment and a sprinkling of new exploration where we can
leverage our Kansas technical strength to find new production areas. This is not a
departure from our conservative core development goals. We have in inventory many
three dimensional seismic offset locations to our existing production that arc available to
drill, many new workovers on old wells to complete, and we want to manage a good
level of growth from these lower-risk developmental locations. But, we also need to
invest a small amount of capital in very technical exploration on newer acreage. So we
plan a sound mix of development and wildeat wells for the future.

Sometimes things that the Company has not done wm out to be good decisions. These
sometimes go unrecognized as they leave no visible record. One example of this is not
*  getting caught up in an energy-buying frenzy al very high. prices for properties or
production when those become avaitable for sale. Many opportunities to purchase oil and
gas assets come across my desk, and many industry players know we want 1o grow and
are willing purchasers of quality propertics. But such purchases have to inevitably make
sense for our shareholders. They can not be based on expectations that do not match the
engineering and economic reality. We have passed upon, er have been outhid on several
mid-continent producing properties that were selling for prices that will leave the
purchasers in payback mode for far too many years and will also require continuing
record oil prices to even do that. Tengasco will continue to make high quality investment
decisions with regard 1o acquisition or disposition of produging properties. We have
made many good decisions in the recent past. one of which being the sale of the Kansas
gas patch in carly 2005 at a favorable price and climinating the high operating expenses
involved. In addition, in late 2006 the ability of the new owners of that Kansas gas patch
to sell their gas was severcly curiailed by their gas purchaser and that property is
currently shut-in for lack of any other place to sell their gas.
The year 2006 also marks our entry into a branch of alternate energy projects related 1o
gas production. We signed a contract with Allied Waste and are in the financing and
construction stages of our first project that will convert landfill waste gases into pipeline
quality methane. Owning our own pipeline next to this particular resource made this
project an ideal stepping stone to a future where not only the energy demand for gas will
be great, but the environmental value of reducing greenhouse gascs, and capturing
previously lost energy values will be rewarding for both shareholders and business
partners.
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Our dedicated employees, officers and directors have and will continue to serve the
sharcholders with a focus on creating value. Every event that we take pant in. including
leasing additional acreage, drilling development wells, drilling a few wildcat wells, or
creating new manufactured methane projects from non-conventional reserves, comes with
the knowledge that we continue te cary the sharcholders’” expectations of success. All of
us al Tengasco thank you for your continued support and confidence.

el

JefTrey R. Bailey
Chief Exceutive Officer




TENGASCO, INC.
10215 TECHNOLOGY DRIVE N.W.:
KNOXVILLE, TENNESSEE 37932

NOTICE OF ANNUAL MEETING OF STOC
TO BE HELD ON
~ .April 30,2007

- fl l . .

TOTHE CTOCKHOLDERS SR

[P Lo ..

Meeting") of Tengasco, Inc (the "Company") has been called for and. will be. held at the
Homewood Suites by Hilton, 10935 Turkey Drive, Knoxville, Tennessee 37922 10:00 A.M.,
local tlme on: Monday, Apr1l 30 2007 for the followmg purposes ' :

' 1. To elect Jeffrey R. Balley, Matthew K. Behrent John A. Clendenmg, Carlos P. Salas
and-Peter E. Salas to the Board of Dlrectors to hold ofﬁce until thelr successors shall‘have been
elected and quahfy, : : '« o C

' 2.'To ratify the- appomtment by the Audlt Commrttee of the. Board of’ Dlrectors of
Rodefer Moss & Co, PLLC to"serve as the independent certified publlc accountants for the

current fiscal year and

1

3. To consrder and transact such other busrness as may properly come before the Annual'

Meetrng or any adjoumments thereof ' : : o

The Board of D1rectors has fixed the close of busmess on February 23, 2007 as the record

date for the determination of the stockholders entitled to receive notice and to vote at the Annual

. Meeting or any adjournments thereof, The-list of stockholders: entitled to' vote at the Annual

Meeting will be available for examination by any stockholder at the Company's offices at 10215

Technology Drive N.W._, Suite 301 Knoxvﬂle Tennessee 37932, for ten (10) days prior to Aprll
30,2006: . .. P J D

By Order of the Board of Directors

+ . -
. . . L1 . i oo

" oo s A--Jeffrey R. Bailey,‘-ChiefExecutive Oﬁicer
Dated March 29 2007 S L Co ‘
‘ : AR
' WHETHER OR NOT YOU EXPECT TO ATTEND THE 'MEETING, PLEASE
FILL IN, SIGN AND DATE THE PROXY SUBMITTED HEREWITH AND RETURN IT
IN THE ENCLOSED STAMPED ENVELOPE. THE GRANTING OF SUCH PROXY
. WILL NOT AFFECT YOUR RIGHT TO REVOKE SUCH PROXY IN PERSON
SHOULD YOU LATER DECIDE TO ATTEND THE MEETING. THE ENCLOSED
- PROXY IS BEING SOLICITED BY THE BOARD OF DIRECTORS.




TENGASCO, INC.
.. PROXY STATEMENT .-

B
: '\ . GENERAL

, -~

'l'hts \proxy. statemenb is furnlshed by the Board of Directors of Tengasco, Inc.,
Tennesse cg_rporatlon (som’étrmes the "Company" or "Tengasco"), with offices located at 10215
Technoloéy.'{]})rr\be W W*/ Suite 301, Knoxville, Tennessee 37932, in connection, with the
solicitation of\proxres 18 be used at the annual meeting of stockholders of the Company to be
held on April 38, ;0 7-and at any adjournments.thereof (the "Annual Meeting"). This proxy
statement will be’ malled to stockholders begmmng approx1mately March 30, 2007. .

: S i, : ‘ Yo,

You may vote in person- at the Annual Meetmg or you may vote by proxy: We
- recommend that you vote by proxy even if you plan to attend the Annual Meeting, If your share
ownership is recorded directly,'you will receive a proxy card. Voting instructions are.included on
the proxy card: Ifyour share ownership is beneficial-(that is, your shares are held in the name of
a bank, broker or other nominee referred to as in “street name”), your broker will-issue you a
voting instruction form that you use to instruct them how to vote your shares. Your broker must
follow your voting instructions. Although most brokers and nominees offer miail, telephone and
internet voting, avarlabrhty and specific procedures w1ll depend on their votlng arrangements

A T

If a proxy is properly executed and returned, the shares represented thereby w11] be voted
as instructed-on the proxy. Any proxy may.be revoked by a stockholder prior to its exercise upon
written notice to the Chief Executive Officer of the Company, or by a stockholder .voting in
person at the Annual Meeting. Unless instructions to the contrary are indicated, proxies wiil be
voted FOR the election of the directors.named therein; and FOR the ratification of the selection
by the Audit Committee of the Board of Directors. of Rodefer . Moss. & Co PLLC, as the
mdependent certified public accountants of the Company R A

- T T K ' R
A copy of the Company S Annual Report on, Form 10 K of the Company for the ﬁscal'
year ended December 31, 2006 ("Fiscal 2006™) which contains financial statements audited by
the Company's independent certified public accountants accompanies this proxy statement.
[ [

The cost of preparmg, assembling and marlmg this notice of meeting, proxy statement,
the enclosed Annual Report on Form 10-K and proxy will be borne by the Company. In addition
to solicitation of the proxies by use of the mails, some of the officers and regular employees of

| the Company, without extra remuneration, may solicit proxies personally or by telephone, fax
! transmission or e-mail. The Company may also request brokerage houses, nominees, custodians
and fiduciaries to forward: soliciting: material to the beneficial owners of the common:stock. The

Company will reimburse such persons for.their expenses in forwarding soliciting material.-
[ e s ¢ ! f . L . T
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VOTING SECURITIES AND
PRINCIPAL HOLDERS

R - 5
4 . . '

The Board of Directors has fixed the close of business on February 23, 2007 as the record
date (the "Record Date") for the determination of stockholders entitled to notice of, and to vote at
-the Annual Meeting. Only stockholders on the Record Date w1ll be able to vote at the Annual
Meetmg P T

As of the.Record Date 59 058,705 shares of the COmpanys common stock $.001 par
value per share are outstanding, and each share will beentitled to.one (1).vote, with no shares
having cumulative voting. rights. Holders of shares of common stock are entitled to vote on all
matters. Unless otherwise indicated herein, a majority of the votes represented by shares present
or represented at the Annual Meetmg 1s.required for approval of each rhatter that will be -
submltted to stockholders :

Management knows of no -business other ‘than that specified in: [tems | and 2 of the
Notice of Annual Meeting that will be presented for consideration at the Annual Meeting."If any
other matter is properly presented, it is the intention of the persons named in the enclosed proxy
to vote'in accordance with their best Judgment e / '

The following table sets forth the share heldings of those persons who own more than 5%
of the Company's common stock as-of February 23, 2007 with these computations being based
upon 59,058,705 shares:of -common stock being outstanding as of that date and as to each
shareholder, as it may pertain, assumes the exercise of options or warrants granted or held by
such shareholder as of February 23, 2007. I o

Five Percent Stockholders' - ST "

i .. L r T .’
A . . N . a

R .. oo ,~ Number of Shares - u
Name and Address . Title e _Beneficially Owned | Percent of Class
Dolphin Offshore - © Stockholder . 21,107,492° S 35.7%

Partners, L.P.. Lo ' o -

c/o Dolphin Asset
Management Corp. . _
129 East 17" Stréet oo s !
New York, NY 10003 ~ "~ =~ "' 1" ‘

-

: Unless otherwise stated, all shares of Common Stock are directly held with sole voting and dispositive

power. N . “ - . o [ ‘. . . ) T »_" 1l
: Consists of 20,839,492 shares held directly by Dolphin Offshore Partners, L.P. (*Dolphin™) and 218,000
shares held directiy by Peter E. Salas, and a vested, fully exercisable option to purchase 50,000 shares granted to Mr.
Salas who is the Chairman of the Company’s Board of Directors and is the sole shareholder and controlling person
of Dolphin Management, Inc., the general partner of Dolphin.

3




PROPOSAL NO. 1:
ELECTION OF DIRECTORS
GENERAL . o N

Article 111, paragraph number 2 of the Company's Bylaws provides that the number of
directors of the Company shall be a minimum of three and a maximum of ten. The members of
the Board of Directors are each elected for a one-year term or until their successors are elected
and qualify with a plurality of votes cast in favor of their election. Six persons were elected to
the Board of Directors at last year’s annual meeting. However, immediately- after the meeting
one of the Directors who had been re-elected to the Board, Neal A. Harding, resigned for
- personal reasons. Five nominees are put forth before the stockholders for election to the Board of
Directors at the Annual Meeting. All of the nominees are presently directors of the Company and
Mr. Jeffrey R. Bailey, one of the director-nominees is also presently the Chief Executive Officer
of the Company.- Matthew K. Behrent was appointed to the Board on March 28, 2007 to take the
place of former director, Clarke H..Bailey, who resigned as of that date for personal reasons.

The directors will serve until the next annual meeting of stockholders and thereafter until
their successors shall have been elected and qualified.

Unless authority is withheld, the proxies in the accompanying form will be voted in favor
of the election of the nominees named above as-directors. If any nominee should subsequently
become unavailable for election,: the persons voting the accompanying proxy may in their
discretion vote for a substitute.

BOARD OF DIRECTORS -~

The Board of Directors has the responsibility for establishing broad corporate policies
and for the overall performance of the Company. Although only one member of the Board is
involved in day-to-day operating details, the' other members of the Board are kept informed of
the Company's business by various reports and documents sent to them as well as by operatjng
and financial reports made at Board meetings. The Board of Directors held six meetings in
Fiscal 2006. All directors who are up for re-election attended at least 75% of the aggregate
number of meetings of the Board of Directors and of the committees on which such directors
served during Fiscal 2006. Although it has no formal policy requiring attendance, the Company
encourages all of its directors to attend the annual meeting of stockholders. All of the
Company’s directors except Neal A. Harding attended last year’s annual ‘meeting and it is
anticipated that all of the director-nominees will attend this year’s Annual Meeting.

There is no understanding or arrangement between any director or any other persons
pursuant to which such individual was or is to be selected as a director or nominee of the
Company.




Identification of Director-Nominees. : IR G
The-following table sets forth the names of all current director-nominees.
: ‘ i ] _ '
5 K -1 R L T

t e e T Date of Initial Election ..

Name :. .. . . -Positions Held ...~ or Designation -
Jeffrey R. Balley © . Director; . _ .o 2/28/03-8/11/04; 10/21/04 - -
2306 West Gallaher F erTy Chief Executive Officer 7/17/02

Knoxvﬂle TN37932 ' : Do et

Matthew K. Behrent ... -Director ... ot 327707 - Y »
c/o EDC-LLC T caaor g .

825 8" Avenue 23 Floor ¢ .. ~, .+ . 4. C

New Yorl NY. 10019 Lo Lt T

JohnA Clendenmg v, .- " Director - - oLt 2128/03 L

1031 Saint Johns Drive - ., . - .. - . B
Maryville, TN 37801 e, . e Co . B
Carlos P. Salas ' Director 8/12/04' - . '

c¢/o Dolphin Asset

Managément-Corp. .’ S S . o g

129 East 17" Street .~ + oo o SRR - L
New York, NY 10003, . .« e e ' T ‘

Peter E. Salas . . ¢ . Director; oo T 1048102 : .

c/o Dolphin Asset . - 'Chairman of the Board . - . - 10/21/04 - -+ . = .
Management Corp. - Lo - L e '

129 East 17% Street -~ .. . .+ . - IR S )

New Yorl( NY 10003 .. . e

T .mkground of Dlrectors » C

-+ The following is a brlef account of the experlence for at least the past five (5) years, of
each nominee for dlrector ety N R M S —
! ! T ”
Jeffrey R. Bailey is 49 years old. He graduated in 1980 from New Mexlco Institute of
Mining and Technology with a' B.S. degree in Geological Engineering. Upon graduation he
joined Gearhart Industries as a field engineer working in Texas, New Mexico, Kansas, Oklahoma
and Arkansas. Gearhart Industries later merged with Halliburton Company. In 1993 after 13
years working:in various field operations-and management roles’ primarily focused on reservoir
evaluation, log analysis and log data acquisition he assumed a global role with Halliburton-as a
petrophysics instructor-in Fort Worth,~Téxas. His duties were to teach Halliburton personnel and
customers around the 'world log-analysis-and competition technology and to review analytical

5




reservoir problems. In this role Mr. Bailey had the opportunity to reyiew résérvoirs in Europe;
Latin' America, Asia Pacific and the Middle East developing a special expertise in carbonate
reservoirs. In 1997 he became technical manager for Halliburton in Mexico sfocusing on finding
engineering solutions to the production challenges of large carbonate reservoirs in Mexico. He
joined the Company as its Chief Geological Engineer on March 1, 2002. He was elected as
President of the Company.on July 17, 2002 and is presently the Company’s Chief Executive
Officer. He was elected as'a Director on February 28, 2003 and served as a Director until August
11, 2004. He was again elected to the Company s Board of Drrectors on October 21 2004. .

Matthew K. Behrent is 36 years o!d Smce June 2005 he has been the Semor Vrce
President and Chief Acquisitions Officer at Glenayre Technologies, Inc. (NasdagNM:GEMS), a
company engaged in the manufacture and distribution of CD's and DVDP's primarily *for
Universal Music. Before joining Glenayre Technologies, Mr. Behrent was an investment
banker, working as a Vice President at Revolution Partners, a technology- focused investment
. bank in Boston, from March 2004 until June 2005 and as an associate in Créedit Suisse First
Boston Corporation's technology mergers and acquisitions group from June 2000 until January
2003. From June 1998 to May 2000, Mr. Behrent practiced law with Cleary, Gottlieb, -Steen &
Hamilton in New York, advising financial sponsors and corporate clients in conriection with
financings and mergers and acquisitions transactions. Mr. Behrent .received his 1.D.
from Stanford Law School in 1997 and his B.A. in Polmcal Science and Polmcal Theory
from Hampshire College in 1992. - s x

Dr. John A. Clendening is 75 years old. He received B.S. (1958), M.S. (1960) and Ph: D.
(1970) degrees in geology from West Virginia University. He was employed as a Palynologist-
Coal Geologist at the West Virginia Geological Survey from 1960 until 1968. He joined“Amoco
in 1968 and remained with Amoco as a senior geological associate until 1992. Dr. Clendening
has served as President and other offices of the Americari Association of Stratigraphic
Palynologists and the Society. of Organic Petrologists. From 1992-1998 he was engagéd in
association with Laird Exploration Co., Inc. of Houston, Texas, directing "exploration ‘and
production in south central Kentucky. In 1999 he purchased all the assets of Laird Exploration in
south central Kentucky and operates independently. While with Amoco Dr. Clendening was
instrumental in Amoco's acquisition in the early 1970's of large land acreage holdings in
Northeast Tennessee, based upon his geological studies and recommendations. His work led
directly to the discovery of what is now the Company’s Paul Reed # 1 well. He further
recognized the area.to have significant:oil-and gas potential and is credited with-discovery of the
field that is now known as the Company's Swan Creek Field. Dr. Clendening previously served
as a Director of the Company from September 1998 to August 2000 He was agam elected asa
Drrector of the:Company on February 28, 2003 . N PR i
SRR P AU ~ I
: 'Carlos P. Salas-is. 35 years old He is.a’ pnncrpal of Dolphm ‘Advisors; L L.C., whrch
manages a privatc-equity investment fund focused on middle-market opportunities. Before
joining Dolphin Advisors, Mr.,Salas led corporate finance and mergers and acquisitions advisory
assignments for middle-market clients.as an investment banker with office of Donaldson, Lufkin
& Jenrette ("DLJ")'in-Los Angeles and later. with Credit Suisse First Boston:Corporation: when
the latter acquired DLJ. Prior to joining DLJ in 1999, Mr. Salas practiced law with Cleary,
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Gottlieb, Stéen & Hamilton in New York, advising, financial.sponsors and -corporate clients in
connection with financings and.cross-border .mergers and acquisitions. transactions: Mr. Salas
received his J.D: from The University .of Chicago and his B.A. in Philosophy from:New York
University. He was elected to the Company’s Board of Directors on August 12;-2004. Mr. Salas
also serves on the boards of William Controls; Inc. and Telenetics' Corporation. -+

«  Peter,E. Salas is 52 years old. - He has been President ‘of Dolphin .Asset, Management
Corp. and its related companies since he founded it in.1988,, 'Prior‘to.establishking Dolphin, he
was with J.P. Morgan Investment Management, Inc. for ten years, becoming Co-manager, Small
Company Fund and ‘Director-Small Cap Research. He received an A.B. degree in Economics
from Harvard.in 1976. Mr. Salas was elected to the Board of Directors on October. 8,-2002: Mr,
Salas also serves on the boards of Williams Controls, Inc. and Southwall Technologies,.Inc. |

... .. Director Independence. L o

K . Por, ' o

The Rules of the American Stock Exchange (the “AMEX”) require that a majority of the
members of the Company’s Board of Directors be independent in that they are;not officers of the
Company and are free of any relanonslup that would interfere with the exercise of their
independent judgment. The Rules of the AMEX also require that at least three of.the members of
the Company’s Board of Directors’ Audit Committee qualify as independent under the criteria
set.forth in Rule 10 A-3 of.the Securities Exchange Act.of 1934. The Board of Directors has
determined that three of the five dlrector-nommees, ,Matthew K. Behrent John A. Clendemng
and Carlos P. Salas, are independent as defined by the listing standards of the AMEX Section
10A(m)(3) of the Securities Exchange Act of 1934 and the-rules.and regulations of the Securities
and Exchange Commission. In reaching its determination, the Board of Directors reviewed
certain .categorical , independence standards it.has adopted to .provide. assistance in the
determination of director mdependence The categorical standards are set -forth below and
provide, that a d1rector w1]l not qualify: as an mdependent dlrector under the Rules of the AMEX
if: . .

' s T T oj";_-‘ . . N e )w]'_u[" VoL e
- R LR, g e o
e oo ..,aThe Dlrector is, or has been. dunng the 1ast three years, an employee or an-officer of

- the Company or any of its affiliates; L L T PR

« The Director has received, or has an immediate family member’ who has received,
“during the Company’s last fiscal year any compensation-in excess of $60,000, other

than compensation for service on the Board of Directors, benefits under a tax-

qualified retirement plan, or non-discretionary compensation;

o The Director is a member of the immediate family of an individual who is, or has
been in any of the past three years, employed by the Company or any of its- afﬁllates

~asan exccutlve ofﬁcer 3 v ae
wo : S T .

. 4 . .
ST FR R L T T T I ! A

T B T T L T N A ‘.f.‘."

R
v

-+ Under these ‘categorical standards “immediate family member” includes a person’s spouse, parents,
children, siblings, mother-in-law, father-in-law, brother-in-law; sister-in-law, son-in-law, daughter-in-law, and ¥
anyone who resides in such person’s home.

3 .
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e .The Director is a partner in, or controlling sharcholder or an ‘executive officer of, any

-+ - for-profit business organization to which the Company made, or received, payments

* (other than thosé arising' solély from investments in the Company’s sécurities) that

- exceed 5% of the Company’s or business organization’s consolidated gross revenues
for that year, or $200,000, whichever is more, in any of the past thrée years; or

. » . The Director is ‘employed as an executive officer of another-entity where any of the
- Compiny’s executives serve ‘on that‘entity’s compensation committee.

] - ‘ \ - - k4 A

.+ The following additional categorical standards werc: 'employed by the: Boardrin
determining whether a diréctor quallﬁed as independent to serve on-the Audlt Commlttee and
prov1de that a director will not qualify if: - . e

e The Director directly or indirectly accepts any consulting; advisory, ‘or other
compensatory fee from the Company or any of its sub51d1arles or

* ' PR . " fr PR

The Dlrector is'an afﬁhated person of the Company or any of i lts sub51d1arles '

R Ii - ' vy . + -

Committees' R AN

The ' Company’s - - Board " has operating audit; nommatlon " and " governance,
compensanon/stock optlon and frontler exp]oratlon commmees ’ . S
. . vy Lt .t .o .. ) C

- S Audit-Committee R W : "

.
. Ly - ) P

+

+

+ In Fiscal 2006, dlrector -nomineés John A. Clendemng and’ Carlos P: Salas and former
director, Clarke' H. Bailey; were the: members of the Audit Committee. Mr. Balley was the
Chairman of the-Comniittee 'and the Board of Directors determined that Mr. Bailey was an “audit
committee financial expert” as defined by applicable Securities and Exchange Commission
(“SEC”) regulations. Each of the members of the Audit Committee met the independence and
experience requirements of the AMEX, the applicable’ Securmes Laws, and the regulatlons and
rules promulgated by the SEC. o ot

T ' RETE R 1 ' . v '

For purposes of thlS categoncal standard, an “aff“ llated person of the Company” means a person that
directly, or indirectly through intermediaries controls, or is controlled by, or is under common control with the
Company. A person will not be considered to be in control of the Company, and therefore not an affiliate of the
Company, if he is not the beneficial owner, directly or indirectly of more than 10% of any class of voting securities -
of the Company and he is not an executive officer of the Company. Executive officers of an affiliate of the Company
as well as a director who i5 also an employee of an affiliate of the Company w1|l be deemed to be affiliates of the |
Company. BN "o

8
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The Audit Committee adopted an-Audit Committee Charter during fiscal 2001. In 2004,
the Board adopted an amended Audit Committee Chartér, a copy of which is available on the
Company’s internet website, www.tengasco.com. The Audlt Committee reviews and reassess the
Audit Committee Charter annually S - |< :

The Audit. Committee's functionS-are:

* To review- with management and the Company’s independent auditors the scope

* of the annual audit and quarterly'statements, significant financial reporting issues
-and judgments made in - connection with the preparation of the Company’s
‘financial statements; s v . :

* »

.« To review major changes to the Company’s auditing and accounting principles
and practices suggested by the'independent auditors; M

¢ "To monitor the independent auditor's relationship with the Co_mpany;’
o : C v ' : ", '
e To advise and assist the Board of Dlrectors in evaluatmg the mdependent auditor's
* examination; X : : :
* To supervise the Companys ﬁnanc1al and accounting organization and financial
reporting;

¢ To nominate, for approval of the Board of Directors, a firm of certified public
accountants whose duty it is to audit the financial records of the Company for the
fiscal year for which it is appointed; and

e To review and consider fee-Aarrarigementsi-w'ith-, and fees charged by, the

Company’s indeprendent auditors. .

" The' Audit Commtttee met four times in Fiscal 2006 with the Company s auditors,
including to discuss the audlt of the Company’s year end ﬁnanmal statements 1t is intended that
if elected as directors, in 2007 Messrs.’ Clendenmg and 'Salas will contihue to serve as members
of thé Audit Committee along with Matthew K. Behrent, who was recently appointed to the
Board and replaced Clarke H. Balley as a member of the Audlt Commlttee as well as its
desigrated ﬁnanmal expert. _ :

_ '/{udit‘COmmitte'e Report A .

" The Audit Committee hasE
A N . ’ B
l - E Reviewed and discussed the COmpany s unaudited financial statéments for
' the ﬁrst three quarters of Ftscal 2006 and the Company s audlted financial

L - . P




. u + statements for the.year ended-December 31, 2006 with the management of
oot the Company and the Company’s independent auditors; . s

IL. Discussed with the Company’s independent auditors the matters:'required
to be discussed by Statement of Auditing Standards No. 61, as the same

was in effect on the date of the Company’s-financial statements; and

. 1. s - Received the - written disclosures and the letter, from.the -Company’s
g +. . «windependent auditors required by. lndependence Standard§ Board Standard
.+« ~No. . 1:(Independence Discussions- with Audit Committees), as the same
was in effect on the date of the Company’s firiancial. statements, has
discussed with representatives of the Company’s independent auditors the
s ... -+ auditors independence from management and the Company and satisfied

' itself as to the Company’s auditors independence. : - :

Based on the foregoing materials and discussions, the Audit Committee recommended to
the Board of Directors that the unaudited financial statements for each of the first three quarters
of Fiscal 2006 be included in the Quarterly Reports on Form 10-Q for those quarters and that the
audited financial statements for the year ended December 31, 2006 .be included in the
Company s Annual Report on Form 10-K for the year ended December 31, 2006.

P ' .- R
P . !

Members of the Aud1t Commlttee

.. Clarke H. Bailey .. ‘ .
. .‘John A. Clendenmg
Carlos P Salas ,

Nomination and Governance Committee

3 13T a R ' R}

In Fiscal 2006, the members of the .Nomination and Governance Committee were
director-nominees Carlos P. Salas and Clarke H. Bailey with Mr. Salas acting as Chairman. As
stated above, the Company | believes.that, each member of the Committee was independent as that
term is defined under the rules of the AMEX. The Commlttee met one time in Flscal 2006 The
Committee, among other dut1es determmes the slate of d1rector candldates to be presented for
election at the Company S annual meeting of shareholders Although the Company does not have
a nominating committee charter the Company s Board of Directors has adopted procedures for
annual director nominations by the Nomination and Governance Committee. Those procedures
provide that the qualifications that should be met by any person recommended as a nominee for a
position on the Company s Board of Directors should include one or more of the following: a
background or expenence in oil and gas exploratlon producnon transportation, geology,
construction, finance or in another business, government service, or professron that would
reasonably enable the nominee to provide seasoned and reputable service to the shareholders of
the Company in the performance of the dutles of .a member of the Board of Directors. In
add1t10n to these qual1ﬁcat10ns,, a nommee st be w1llmg to, serve ‘without a right to receive
compensat10n for such ‘service. The Committeé has not paid fees to any third party to identify,
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evaluate or to assist in identifying or evaluating, potentlal nominees, but may do-so in the future
if it deterraines it necessary ‘ x _ _ e €

The Company has no separate policy with regard to the consideration of any director
candidates recommended by security holders. However, the Nomination Committee will
consider director candidates recommended by security holders provided that such nominations
are timely.made as set forth hereinafter under the heading “Stockholders Proposals”. Any person
recommended by a security holder to-serve on the Board of Directors is considered upon the
same_terms as candidates recommended by any other. person. To date, the Company has not
received any recommendations from shareholders requesting that the Nomination' and
Governance Committee consider a candidate for inclusion among the Commlttee s slate of
nominees in the Company S proxy statement. o : ‘ .oh

. I LA AR

Among the nommatmg procedures adopted are the followmg (1) Any shareholder
officer, or director may recommend for nomination any person for the slate of: candidates for.
membership on the Company’s Board of Directors to be presented to the shareholders at the
Company’s annual meeting.of shareholders. Such recommendations must be furnished in writing
addressed.to the Company’s Board of Directors at the Company’s principal offices. All such
nominations.-will, be furnished to the Nomination Committee which may conduct interviews,
investigations- or make other determinations as to the qualifications of such- recommended
persons. (2) Any then-current members of the Board of Directors desiring to stand for. re-election
may be placed on the slate of directors for re-election without further inquiry, as to their
qualifications. (3) The Nomination, Committee will meet to'determine the slate of candidates for
the Board in such a manner and at such a time so as.not.to delay either the mailing of the proxy
statemenl to- the - Company’s shareholders or the annual meeting of shareholders., At such
meeting, each,recommended person including directors standing for re-election shall be subject
to affirmative vote of half or more of the members of the Nomination Committee for inclusion
on.the.slate of nominees. (4) The adopted procedures apply only to the determination of the slate
of directors to be presented for election at the annual meeting of the shareholders. Any vacancies
on the Board of Directors following the annual meeting of shareholders may be filled in the-
manner currently applicable under the Company’s Charter, Bylaws, and applicable state law. (5)
The procedures adopted may be amended from time to.time by the Board of Directors or by the
Nomination Committee, in order torcomply with any applicable provision or interpretation of-any
rule; ‘statute, or stock: exchange tule of the exchange on which-the Company’s stock may be.
listed. B . , L

.- The nomination procedures adopted are posted on'the Company’s internet website at
www.tengasco.com. In_the event .of any such amendment to the procedures, the Company
intends-to disclose the amendments on-the Company's internet websue within five business days
fol]owmg; such amendment. - RO C N -

The Nomination Committee determined the slate of candidates for the Board of Directors
presented for -election at this year’s Annual ‘Meeting. Mr. Behrent was recommended for
nommatlon by Carlos P, Salas. - R _ T

. PO . } ) .
La . - o o LN N s . 3 o ] . » T
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The other function of this' Committee is to oversee the Company’s compliance with the
corporate governance requirements of the SEC and the AMEX. The Chairman of the Committee,
Carlos P. Salas, is an attomey with experience in the area of securities law.

, ot

' Compensatlon/Stock Option Commlttee Co S
. Al . N . . .t * . ’ .

- The members of the Compensatlon/Stock Optlon ‘Committee in Fiscal.2006 were
director-nominees John A.: Clendening. and- Carlos P. Salas with Mr. Clendening acting as
Chairman. Messrs,. Salas and Clendening both meet the current mdependence standards
establlshed by the AMEX

The Board of Directors recently adopted a charter for the Compensatlon/Stock Optron
Committee which is available at the Company’s internet website, www tengasco.com,

- The Compensation/Stock Option Committee’s‘ functions, in’ conjunction with the Board
of Directors, are to provide recommendations with respect to, general and specific compensation
policies 'and practices of the Company for directors,’ officers: and ‘other employees of the
Company. The Compensation/Stock Option Committee expects to periodically ‘review ‘the
approach to executive compensation and'to make changes-as competitive conditions and ‘other
circumstances warrant and will seek to ensure the Company's compensation philosophy is
consistent with the Company's best interests and-is properly implemented. The Committee
determines or recommends to the Board of Directors for determination the specific compensation
of the Company’s Chief Executive Officer and all of the Company’s other officers. Although the
Committee may seek the input of.the Company’s Chief Executive Officer in determining the
compensation of the Company’s other executive officers, the Chief Executive Officer may not be-
present during the voting or deliberations with respect‘ to his compensation. The Committee may
not delegate any of its responsibilities unless it is to a subcommittee formed by -the Committee,
but only if such subcommitiee consists entlrely of dtrectors who meet the mdependcnce-
requnrements of the AMEX.~ : '

: v

The Compensatlon/Stock Option Commlttee is also charged with admlmstermg the
Tengasco, Inc. Stock Incentive Plan (the “Stock Incentive Plan™) which was adopted by the
Board of Directors on October.25, 2000. The Compensation/Stock' Option Committee has
complete discretionary authority with respect to the awarding of options and Stock: Appreciation’
Rights (“SARs™), under the Stock Incentive Plan, including, but not limited to, determining the
individuals who shall receive options and SARs; the times when they shall receive them; whether
an option shall be an incentive or.a non-qualified stock option;-whether an SAR shall be granted
separately, in tandem with or in addition to an option; the number of shares to be subject to each
option.and SAR; the term of each option and SAR;-the date each.option and SAR shall become
exercisable; whether an option or SAR shall be exercisable in whole; in' part or insinstallments
and the terms relating to such installments; the exercise price of each option and the base price of
each SAR; the form of payment of the exercise price; the form of payment by the Company upon
the exercise of an SAR; whether to restrict.the sale or other disposition of the shares of common
stock acquired upon the exercise of an option or SAR; to subject the exercise of all or any
portion of an option or SAR to the fulfillment of a contingency, and to determine whether such
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contingencies have been met; with the consent of the person receiving such option or SAR, to
cancel or modify an option or SAR, provided such option or SAR as modified would be
permitted to be granted on such date under the terms of the Stock Incentive Plan; and to make all
other determinations necessary.or'advisable for administering the Plan. - e
The Compensation/Stock Option Committee met eight times in Fiscal 2006. . The
Committee has the authority to retain a compensation consultant or other advisors to assist it in
the evaluation of compensation.and has the sole authority to approve thefees and other terms of
retention of such consultants and advisors and to terminate their services. To date, the Committee
‘has not retained any such consultants or advisors to assist it, although it may do so in the future if
it deems it necessary. A more;detailed discussion of the actions taken in Fiscal 2006, by the
Committee with respect to the compensation of the Company’s ‘executive officers is setiforth
below under the heading Compensation ‘Discussion and AnalySIS .in the- section entitled
Executive Compensanon . C o, . e

-

v VoL ‘ . o ' e i
Compemanon/Stock Opnon Commzttee Interlockmg e '

Vo .+ . .And Insider Partzc:patzon . : - . ) -
. No_interlocking relationship existed or exists between any member ‘of the Company's

. Compensation/Stock Option Committee and any member of the compensation committee of any
other company, nor-has any such interlocking relationship -existed in the past. No member or
nominee of: the- Compensation/Stock Optlon Committee 1s an ofﬁcer or an employee of the
Company .o oL . e .o

Compensation Committee-Report - Ca e o

The Compensation/Stock Option Committee 'has reviewed and discussed the
Compensation Discussion and Analysis set forth below under the headmg “Executive
Compensation — Compensation Discussion. and Analysis” with management. Based on this
review, and, discussion, the Compensation/Stock Option: Committee recommended to; the
Company’s Board of Directors-that the Compensation Discussion and Analysis be included. in
this proxy statement and incorporated by reference into the Company’s Annual Report on Form
10-K: for the fiscal year ended December 31, 2006 o R .
e, > | . W8

N . The Members of the Compensatlon/Stock L
C e - L L Optlon Committee e . ca

., - T JohnA.Clendening: C AN
. Carlos P. Salas, '
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QOther Committees

. The: Company’s Board also has a frontier exploration commiﬁee. The members' of this
Committee in Fiscal 2006 were Jeffrey R. Bailey, John A. Clendening and Peter E. Salas. The
Committee met two (2) tlmes in Flscal 2006 to dlSCUSS new areas of potentlal development for

the Company ' . s

r

v Sectlon 16(a) Beneficial Ownershlp Reportmg Compllance o

Sectlon 16(a) of the Securities Exchange” Act of 1934 requires the' Company s executive
officers, directors and persons who beneficially. own more than '10% of the Company’s Common
Stock to file initial reports of ownership and reports of changes in ownership with the SEC no
later that the second business day after the date on which the transaction'occurred unless certain
exceptions apply. In 2006, each of the Directors of the Company, Clarke H.'Bailey, Jeffrey R.
Bailey, John A. Clendening, Carlos P. Salas and Peter E. Salas, failed to timely file two Reports
on Form 4 regarding the grants of two options to each of them made pursuant to the Tengasco,
Inc. Stock Incentive Plan. One of those options granted each. of the Directors the right to
purchase 20,000 shares of the Company’s common stock and the other granted each of them the
right to purchase 30,000 shares except for Jeffrey R. Bailey who was granted an option to
purchase 20,000 shares. Each of the Directors subsequently reported the grant of these options on
timely filed Reportsion Form 5. Also'in 2006, two of the Company’s Executive officers; Mark A.
Ruth and Cary V. Sorensen each failed to timely fil¢ one Report on Form' 4 regarding the grant
of an option, to each of them made pursuant to the Tengasco, Inc.’ Stock Incentive Plan to
purchase 15,000 shares of the Company’s common stock. Messrs. Ruth and ' Sorensen
subsequently reported the grant of these options on timely filed Reports on Form 4 with respect
to another transaction and on timely filed Reports on Form'5. ‘

Family and Other Relationshi;ﬁ

There are no family relationships between- any of the present directors: or executive
‘officers of the Company except that Carlos P! Salas, a Director of the Company, is the cousin of
Peter E. Salas, also'a director of the Company. Mr. Carlos P:-Salas is also one of seven:members
‘of Dolphin- Advisors, LLC which serves as the managing general partner of Dolphin Direct
Equity Partners, L.P., a private company investment fund that is not a shareholder of the
Company. The majority owner of Dolphin Advisors, LLC is Dolphin Management, Inc., the sole
shareholder of-which is Peter E. Salas. Dolphin Management, Inc. is also the managing partner
of Dolphin. Offshore Partners, L.P.'which directly owns 20,839,492 shares of the Company’s
common stock. Peter E. Salas is the controlling person of Dolphin Offshore Partners, L.P. Carlos
P. Salas has no direct or indirect. ownership interest in Dolphin Offshore Partners, L.P. All of
these factors were considered by the Board of Directors in making its determination that Carlos
P. Salas is an independent director. See above, “Director Independence”. There are no family

 relationships between any of the other Directors or executive officers of the Company.




Inyolvemént in Certain Legal Proceedings "0 - . - T Ty

To the knowledge ofmanagement,:no director, executive officer or affiliate of the
Company or owner of record or béneﬁcially’ oftmore than 5% of the Company's common stock-is
a party adverse to the Company or has a' 'material interest ’adverse to the Company 1n any
proceeding. BN TR

e, A P T . o

To the -knowledge of management, durmg the past five years, no present or former
director, executive officer, affiliate or person nominated to become a director: or an-executive
officer of the Company: ‘ -

i N [ . " :
(1) Filed a petition under the federal bankruptcy laws or any: state .insolvency
law, nor had a receiver, fiscal agent or srmllar officer appointed by a court
+ for the business ot property of such person, or any partnershlp in which he
or she was a general partner at or within two years befdre the time of such
filing, or any corporation or business association of which he or she was
an executive officer at or within two years before the time of such filing;

A . N ! i P

(2)  Was convicted in a criminal proceeding or named the subject of a pending
criminal proceeding (excluding traffic violations ‘and ‘other: ‘minor
offenses);

(3)  Was the subject of any order, Judgment -or decree, fiot subsequently

- reversed, suspended or vacated, of any -tourt of competent jurisdiction,
permanently or temporarily enjoining him or her from or otherwise
limiting his or her involvement in any type of busmess commodities,
securities or banking activities;

(4)  Was found by a court of competent jurisdiction in a civil action or by the
SEC or the Commodity Futures Trading Commission (“CFTC”)} to have
violated any federal or state securities law or Federal commodities law,
and the judgment in such civil action or finding by the SEC or CFTC has
not been subsequently reversed, suspended, or vacated.

. Stockholder Communications with the Board of Directors L
)i . , [ N o r , Y 1 -

Stockholders may commumcate with the Board of Directors of the Company by writing
to: "Cary 'V. ‘Sorensén, Secretary, Tengasco,’ Inc., 10215 Technology Drlve ‘N.W., Suite 301,
Knoxville, TN 37932 or by e- mall to; CSorensen@tengasco com Subject:’ Commumcatlon to
Board of Directors. All letiers and e- marls will: be answered, if possible, and will be dlstnbuted
to board members as appropriate. Notwithstanding the foregoing, the Company has the authority
to discard or -disregard any communication which is-unduly hostile, threatening, illegal or
otherwise” mapproprlate or “to- take any other approprlate actlons "with respect to such

commumcatlons

LR T B P I Y
. . P . °
f . + yeetr Y T POV B
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SECURITY OWNERSHIP OF DIRECTORS AND OFFICERS-

o . . . Number of Shares Percent of

Name and Address . - - . Title ... Beneficially Owned® Class’ .
Jeffrey R. Bailey . Director; . ,6?'6,2_87"17 _ L%

2306 West Gallaher Ferry  Chief Executive

Knoxville, TN 37932 Officer

Matthew K. Behrent Director | - None, 0%

¢/0 EDC LLC

825 8™ Avenue 23" Floor
New York, NY 10019

c )

John A. Clendenmg | .. Director 375,5008 | o Less than 1%
1031 Saint Johns Drive . . . .

Maryville, TN 37801 e ‘
" Carlos P. Salas ' ljirécfor 105,'5009 " Less than 1%

129 East 17" Street
New York, NY 10003 .

Peter E. Salas Director; 21,107,49210 35.7%
129 East 17" Street . Chairman , of .the L ) o,

New York, NY 10003, . Board o L

N
V

3 Unless otherwise stated, all shares of common stock are directly held with 50lé ‘voting and dispositive

power. The shares set forth in the table are as of February 23, 2007.

Calculated pursuant to Rule 13d-3(d) under the Securities Exchange Act of 1934 based upon 59,058,705
shares of common stock being outstanding as of the record date, February 23, 2007. Shares not outstanding that are
subject to options or warrants exercisable by the holder thereof within 60 days of February 23, 2007 are deemed
outstanding for the purposes of calculating the number and percentage owned by such stockholder but not deemed
outstanding for the purpose of calculating the percentage of any other person. Unless otherwise noted, all shares
listed as beneficially owned by a stockholder are actually outststanding.

7 . Consists.of 136,287 shares held directly and vested, fully.exercisable options to purchase 540,000 shares. .
§ Consists of 355,500 shares held directly and vested, fully exercisable options to purchase 20,000 shares.

s Consists of 5,500 shares held directly and vested, fully exercisable options to purchase 100,000 shares.
10 Consists of 218,000 shares held directly, vested, fully exercisable options to purchase 50, 000 shares and
20,839,492 shares held directly by Dolphin Offshore Partners, L.P. (“Dolphin”). Peter E. Salas is the sole
shareholder of and controlling person of Dolphin Management, inc. which is the genefal partner of Dolphin.
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Robert M. Carter President 7,696 - . + Less than 1%
‘44] Glen Abbey Bivd. « .Tengasco :

Knoxville, TN 37922 Pipeline Corp. = . . ’ Lo T
Mark A, Ruth - - . ChicfFinancial . 235100" ... Lessthanl% - .
9400 Hickory Knoll Lane» Officer - . ... . : L o o
Knoxville, TN 37931 VL B oLt A R o
Cary V. Sorensen Vice-President; 215,000 Less than 1% -
5517 Crestwood Drive +  General Counsel; - ' . ‘ S ¢
Knoxvxlle,TN 37919 Secretary: .. - 1, UL
R oL SN N P : Ces

All Ofﬁcersandf - S e © 227225758 L 37.8%
Dlrector-Nommees‘ S Lo e T . ) W e
Asagroup ‘ o - L w oL

M f N o \ R ot ' .\
EXECUFIVE COMPENSATION T AT SR .o - T

Compensanon Dlscussmn and Analﬁls T
' ! e - e N ’ o 2 v i L - ‘ Iy PR 1
The objectives of the Company’s compensation programs are to attract and retain qualified
and talented professional individuals to perform the duties of the Company’s executive offices.

of ;o

The -Company’s compensation program is designed to fairly reward the Company’s
executive officers for their overall performance in:long term management of the affairs of an oil
and gas- exploration, production, -and :marketing company. . The  medsurement .of successful
performance has significant elements of subjective judgment in view of the lack of any directly
comparable single element or group of elements to which the Company and its performance may
be readily compared from time to time. The variable elements include market capitalization,
nature and size of the Company’s reserves, growth.of the Company’s reserve base, and the
number of and duties of the executive officers of other compames -that may be comparable to the
Companv in one or. more-aspect of theiroperations. e o -

The elements.of compensation of the Company’s-compensation programs-include salary,
health insurance, stock options, and in certain circumstances the .award of a cash bonus. As of
the. present time, the Company compensation plan does not include any retirement plan;.any
retirement savings plan; any life or disability insurance plan; .any social club memberships or
dues or any payments for housing, cars, boats, or other property of any kind to any person. The
Company "has not.entered into any employment contracts with its’ executive officers nor any

I Consists of 60,100 shares held directly and vested, fully exercisable options to purchase 175,000 shares.

1'2 Consists of 40,000 shares held directly and vested, fuliy cxercisable options to purchase 175,000 shares.

13 ., 7

4

Consists of shares held directly by management, 20,839,492 shares held by Dolphm and wvested, fully
exercisablz options to purchase 1,060,000 shares
17




contracts for'compensation to any person in the event of a change in control of the Cémpany.
The Company reimburses costs of maintaining required professional certifications for its chief
financial officer and general counsel, and provides use of a company vehicle for the Company’s
chief executive officer. The Company pays no other elements of compensation to its executive
officers. The relatively small size of the Company in comparison to many entities engaged in the
capital intensive oil and gas business coupled with the lack of many elements of compensation
maintained by some of those companies presents the Company with additional risks in meeting
its objectwes of attracting and retaining quallﬁed and talented professional mdmduals
ot et by
The Company chooses to pay each element in order to: best meet the Company- goal of
attracting and retaining qualified and talented professional individuals. The salary component of
the compensation is important and the Company attempts to be competitive with what it believes
to be the compensation of other companies of similar size and scope of operations. To.date the
Company has not engaged the services of a compensation review consultant or servicein view of
the cost of such services compared to the size and revenues of the Company. The stock option
element of compensation is paid in order to provide additional compensation in the long term
commensurate with growth of the Company and increased share value that may result from the
performance of the executive receiving the options. The award of a bonus upon review of
Company performance provides. an additional incentive. . The lack’ of other compensation
elements such as other insurance, retirement, or retirement savmgs plans focuses the 1mportance
of the. salary and stock optlon elements.of the Company’s compensation plan

-

. T Fo : . ) ' . . .

The Company determmes the amount (and, where applicable, the formula) for each
element to pay by reviewing annually.the compensation levels -of the- Company’s. executive
officers'and determining from the performance of the Company. during that time since the last
review whit an appropriate compensation levels may be during the upcoming annual period. The
Company. has. no existing -fermula for determ1nat10n of the salary, stock optlons or bonus
elements of compensatton I . R '

: a-.Each compensation_ element and the Company’s decisions regarding that element fit into

the Company’s overall compensation objectives-and affect decisions regarding other elements in
this manner: the salary and stock option elements (being the significant elements of overall
compensation) are intended to serve primarily as current and long-term compensation
respectively. - Review of salary levels.and consideration of bonus awards on .an annual basis and
vesting of options over a forward period serve to allow the Company to attempt.to meet its
objectives of attracting and maintaining quallﬁed and talented professional individuals in service
as the Company’s executive officers. ; -+ . - "o . S U

e , . 5 . -

Applying these prmc1ples the Company compensated its executlve officers for 2006 as set
forth in the tables below.

! LI " oL

. ‘Executive Officer Compensation: !

‘The following table sets forth a summary of all compensation awarded to, earned or paid
to, the Company's Chief Executive Officer, Chief Financial Officer and other executive officers
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whose compensation exceeded $100,000 during fiscal years ended December 31, 2006,
December 31, 2005 and December 31, 2004.

[ [ ~

. L S

L eSummar Compensatlon Table _ S
Name Year | Salary Bonus Stock Option Non- MNongualified All Total
and ' EtI %) Awards | Awards Equity Deferred Other . (S)-
Principal ) E &) " Incentive | Compensation | Compensation
Position - . Plan Eamings (3) (5}
S Comp- ' '
o ensation
(a) Tl ® (O {d) (eY ) (8) (g) thy (6} {j)
Ieffrey R. 2006 $150,000 511,000 ) . L~ $161,000
Bailey "* 2005 | S$130000 | - } $187,500 S 1 . © $317,500
Chief 2004 | $84,000 \ ) " i ) n . $84,000
Executive \ . ' ' ot
Officer . ) ‘ .
Mark A, ’2006 $11a,000 | , $3.450 ) : C 8117450
Ruth "1 2005 $92,500 ’ $60,000 ) . ' . o $152,500
Chief 2004 | $75000 | ' . . - $75,000
Financial '
Officer .
Cary V. 2006 $114,000 325,000 $3.450 $142,450
Sorepsen | 2005 $92,500 . ] $60,000 , : $152,500 |,
General | 2004 380,000 | LT L. . . 580,000
Counsel ; N .-
Grants of Plan-Based Awards for Fiscal 2006'°
| R
Estimated Future Payouts Under Estimated Future Payouts Under - ' -
Non-Equity Incentive Plan Awards * | Equity Incentive Plan Awards Al Al ) -
) . Other Other -
Stock Option
: - Awards: | Awards: S
Name Grant Threshold | Target | Maximum | Thresheld | Target Maximum. | Number. | Number of | Exercise
Date (%) ($) (%) (# #H # of Securities or Base
o s Shares ‘| Underlying | Price of
. ' . of Stock | Options Option
. i - ' or Units {#) Awards
# ($/Sh)
(2) (b} ] {d) (e) (U] (g) (h) (i) () 3]
Jeffrey | 1/20/06 L _ - — 20,000 $0.58
R. Bailey | 12/14/06" . 20,000 $0.81
Mark A, | 1720006 | - — — 15,000 $0.58
Ruth . .
Cary V. | 172006 _ — _ _ 15,000 $0.58
Sorensen

'Y -~ The amounts represented,in this column are equal to'the dollar amount recognized for.financial-statement

reporting purpoeses in connection with options granted under the Tengasco, Inc. Stock Incentive Plan. See Note 11 to
the Consolidated Financial Statements.included in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2006 for a discussion of the relevant assumptions used in calculating the dollar amount recognized for
financial reporting purposes with respect to the applicable fiscal year in accordance with FAS. 123R. For further
information about awards made in 2006, see the Grants of Plan-Based Awards table directly below. . -, - -
1 Mr. Bailey is also a member-of the Board of Directors of the Company. In 2006 he was awarded an option
pursuant to the Tengasco, Inc. Stock Incentive Plan to purchase 20,000 shares of the Company’s common stock at a
price of $0.81 per share for his services as a director. The dollar value of that option for financial stalemem reporting
purposes of $6,400.is reflected in column () of this table for 2006. } S
All awards set forth in this table were made pursuant to the, Tengasco, Inc. Stock Incentlve Plan. -,

This award was made to Mr. Bailey for his services as a director of the Company.
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Outstanding Equity Awards at Flscal Year-End

Option Awards"™ . -1 Stock Awards
' Equity ' | Equity
. ' Incentive Incentive ,
- Plan Plan
o Awards: Awards: | .,
Equity Number Market or
Incentive . of Payout
Plan Market | Unearned | Value of
Awards: : Number Value. Shares, Uneamed |
- Number of of Shares | of Units - or | Shares,
" | Number of | Number of | Securities ‘ . or Units | Shares |'Other Units  or |
Securities Securities Underlying of Stock | or [ Rights Other
Underlying | Underlying Unexercised That - Units That Have | Rights
Unexercised | Unexercised Unearned Option Have Not | of Naot That Have
Options Options Options - Exercise | Option-: Vested Stock | Vested Not .
(#) # Price . Expiration | (#) That # "Vested
Name' Exercisable { Unexercisable | {(#) (%) Date Have . (#)- ,
' Not '
Vested
; - oo
(a) (b) (c) (d) (e} () (g) ty__ 1@ )]
Jeffrey R. | 500,000" 750,000 $0.27 - | 472002010 - .
Bailey 20,000 - - - $0.58 - | 1/20/2011 . - '
Chief 20,000 I $0.81° 12/13/2011
Executive )
1 Officer i N L ) L L .
Mark A. | 160,000° | 240,000 $0.27 . | 472012010 :
Ruth 15,000 - oo $0.58 ir20n2011
Chief .
Financial K .
Officer . G ) I R .
Cary V. 160,0007 240,000 $0.27 4/20/2010
Sorensen | 15,000 .. . $0.58 172002011
General . ,
Counsel
)
18 All options awarded reflected in this table were granted pursuant to the Tengasco, Inc. Stock Incentive
Plan.

9 Option awarded in 2005 to purchase 1,250,000 shares of the Company’s common stock vests over a period

of four years.with 20% vested upon authorization and additional 20% on each anniversary. date of authorization over
the next four years As of December 31, 2006 the right to purchase 500,000 shares was fully vested and exerersab]e

.’ i . 1 . . . !
- Option awarded in 2005 to purchase 400,000 shares of the Company’s.common stock vests over a period of
four years with 20% vested upon authorization and additional 20% on éach anniversary date of authorization over
the next four years. As of December 3! 2006 the right to purchase 160 000 shares was fully vested and exermsable

[
. R o .t

20

2. Option awarded in 2005 to purchase 400, 000 shares of the Company s common stock vests over a period of

fours years with 20% vested upon authorization and additional 20% on each anniversary date of authorization over
the next four years. As of December 31 2006 the rlght to purchase 160,000 shares was fully vested and exercisable.

Cat P ¢
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Option Exercises and Stock Vested In Fiscal 2006 - .
Option Awards Stock Awards . | e
Name " Number of Shares | Value Realized on,| Number of Shares | Value Reahzed on
Acquired . on | Exercise™ Acqnired on Vestmg '
. ' Exercise® _ ' Vesting . .
| | @ e ® B
2 - by : (e) - -~ | (d) - O
Jefirey R. Bailey . ’ ‘. -
Chief Executive® : . : SN Sr et
Officer 60,000 $76,200
Mark A. Ruth '
Chief Financial .
Officer - 60,000 © $76,200 | ¢
Cary V. Sarensen ) i P ST "
General Counsel . 40,000 . . .-%50,800 | Ce R T I

[ LT . ) CELN

et ’

The Company does not presently have a pension or similar plan for its directors,
executive officers or employees. Management has considered, adopting a 401(k) plan and full
liability insurance for directors and executive. ofﬁcers However, there are no immediate plans to
do so at this time. '

.

k En_lplovmentContracts' e : . oy

) i : : - S .
Thcre are presently no. employment contracts relatlng to any member of, management
However dependmg upon the Company's operations and requirements, the Company may offer

long term contracts to directors, executive officers or key employees i in the future. .,

Compensation of Directors

A The Board of Directors has resolved to compensate members of the Board of Directors
for attendance at meetings at the rate of $250 per day, together with direct out-of-pocket
expenses incurred in attendance at the meetings, mcludmg travel. The Directors, however, have
waived such fees due to them as of this date for prior meetings.

~ Members of the Board of Directors may also be requested to pefform consulting or other
professional services for the Company from time to time. The Board of Directors has reserved to
itself the right to review all directors’ claims for compensation on an ad hoc basis.

= Each of the options exercised reflected in this table were granted pursuant to the Tengasco, Inc. Stock

Incentive Plan on May 6, 2003. The options had an exercise price of $0.50 per share and expired on May 6, 2006.
# Each of the options reflected in this table were exercised on April 28, 2006 on which date the closing pnce
of the Company’s common stock was $1.77 per share.

21




Directors who are on the Company s ‘Audit, Compensatlon/Stock Optlon and Nomination
and Governance Committees -are independent and therefore, do not 'receive any consultmg,
advisory or compensatory fees from the Company. However, such Board members may receive
fees from the Company for their services on those comrhittees. They may also from time to time
be granted stock options under the Tengasco, Inc. Stock Incentive Plan. A plan (the “Plan”) to
issue cash and/or shares of stock to independent directors for service on the various committees
of the Board of Directors was authorized by the Board of Directors and approved by the
Company’s sharcholders. A copy of the Plan is posted at the Company s website at
www.tengasco.com. : : - - -

Under the Plan, the Board of Directors,-in its discretion,-from time to time may, grant
compensation to any or all independent directors serving on the Company’s Board of Directors
as the Board may deem appropriate in the form of cash or Company stock, provided that the
value of such compensation does not exceed the limits of compensation for determination of the
independence of directors under rules and regulations of the SEC or the American Stock
Exchange or such other exchange upon which shares of the Company may be listed. -‘The Board
may, but is not required, to consider-thé recominendations of the Compensatlon/Stock Optlon
Committee with regard-to any such cash or equity compensation to be awarded.

Pursuant to the Plan, on June 1, 2006, the Company issued 7,500 shares of its common
stock each to John A. Clendening and Neal F. Harding, a former director of the Company, for
their services as members of the Audit Committee in Fiscal 2005 and 11,500 shares of stock to
Clarke H. Bailey for his services as Chairman and Financial Expert of the Audit. Committee in
2005. The dollar value of these awards is reflected in the Director Compensation table below. In
2006, the members of the Board of Directors weré also granted stock options under the Tengasco
Stock Incentive Plan for their services to-the ‘Company. The dollar Value of these optlons 18 also
reflected in the Director Compensatlon table. ’ : - :
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' i ‘Director Compensation for Fiscal 2006
i Change . -
Namge | Fees | Stock Option | Non L All Other | Total .
b, | Earn | Awards | Awards | Equity ,  -| Pension ‘Compen- . _ o
ed or | *® | tncentive Valueand sation o
Co Paid | . | Plan ‘Nonqualif ' ,
o ]in Compensati | ied" , ‘ o
. o Cash o'+ ¢ | Deferred - o
. S - . C : _Compensa ,|; B !
, o ) o o tiont | N
® |®F | ®7. [®.  Famings @) (@)
@ ® | @© @ | %) @) (h)
Clarke H. Bailey 11684 | 133000 - oL o bt 824,984
John A, . e T ' ‘ :
Clendening ~.$7,620 | .$13,300 $20,920
Neal F. Harding™ $7620] $7,620
Carlos P. Salas _ - $13,300 $13,3'(W|
Peter E. Salas = | $13,300 | ) ' $13,300
. T B b 1 T ; f D
. r ) ¢ " C, T
CERTAIN TRANSACTIONS H

» ’ .
L. vy v, " . N _

Except as set forth hereafter, there have been no material transactions, series of similar
transactions or currently proposed transactions during 2006, to which the Company or any of its
subsidiaries was or is to be a party, in which the amount involved exceeds $120,000 and in
which any director or executive officer or any security holder who is known to the Company to
own of record or beneﬁcnally more thian 5% of the Company's common stock, or any member of

the imme: dlate famlly of any of the foregomg persons, had a materlal mterest

.

.-

1

."

- . . ' R f ]

. _ . . . . - ' .. e, '

24 Jeffrey R. Bailey, the Company’s Chief Executive Officer is also a director of the Company, Mr. Bailey’s .
compensauon for his services as a director in Fiscal 2006 were fully dlsclosed in the Summary Compensatlon table
above and therefore is riot included in this table.

# - The amounts represented in this column are the dollar value'of thé stock awarded based upon the ‘closing
‘price of the stock of $1.27 on the grant date of June 1; 2006‘less a 20% discount because the shares issued were
restricted shares,
% In 2006 each of the Company’s directors except Neal F. Harding were awarded two options pursuant to the
Tengasco, Inc. Stock Incentive Plan: (a) one option was awarded January 20, 2006 to purchase 30,000 shares of the
Company’s common stock at a price of $0.58 per share and expires January 20, 2011; and, (b) a second option was
awarded December 14, 2006 to purchase 20,000 shares at a price of $0.81 per share which expires December 13,

2011
27
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The amounts represented in this column are equal to the dollar amount recognized for financial statement
reporting purposes in 2006 in connection with options granted under the Tengasco, Inc. Stock Incentive Plan. See
Note 11 to the Consolidated Financial Statements included in the Company’s Annual Report on Form 10-K for the
year ended December 31, 2006 for a discussion of the relevant assumptions used in calculaiing the dollar amount
recognized for financial reporting purposes with respect to the applicable fiscal year in accordance with FAS 123R.
@ Mr. Harding resigned as a director effective April 24, 2006.
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Hoactzin Partners, L.P. (“Hoactzin) had acquired a 94.3% working interest in a twelve
well drilling program (the “Twelve Well Program™) by the Company on its Kansas Properties in
exchange for two promissory notes made by the Company in the aggregate principal amount of
$2,514,000. The Company. retained thé remaining 5.7% working interest in the Twelve Well
Program. The promissory notes exchanged by Hoactzin were originally issued by the Company
in connection with loans made to the Company by Dolphin Offshore Partners, L.P. (“Dolphin™)
to fund the Company’s cash exchange to holders of its Series A, B and C Preferred Stock. Peter
E. Salas, the Chairman of the Board of Directors of the Company, is the controlling person of
Hoactzin. He is also the sole shareholder and controlling person of Dolphin Management, Inc.,
the general partner of Dolphin, which is the Company’s largest shareholder.

Under the terms of the Twelve Well Program, once . Hoactzin' were to receive total
proceeds from its working interest in the program in the amount of $3,016,800 Hoactzin would
pay the Company a management fee equal to 85% of the net revenues attributable to its wbrking
interest in the Program for the remaining life of the twelve wells. In addition, the Company had
an option to repurchase from Hoactzin the obligation to drill the final six wells of the Twelve
Well Program by paying to Hoactzin an amount equal to one half of the principal amount of the
notes exchanged by Hoactzin, plus interest on that amount at 6% per annum until the date of
repurchase, and granting to Hoactzin a 1/16 overriding royalty in both the six wells existing at
the time of repurchase and the next six wells in the Program drilled by the Company. Thereafter,
Hoactzin agreed to extend the option to an indefinite future date being not later than the
beginning of drilling of what would be the seventh well in the program. ' ' .

~ In June 2006, the Company drilled the sixth well in the Twelve Well Program. On June
29, 2006 the Company closed a $50,000,000 credit facility with Citibank Texas, N.A. The
Company’s initial borrowing base was set at $2,600,000 and the Company borrowed that amount
on June 29, 2006 and used $1.393 million of the loan proceeds to exercise its option to
repurchase from Hoactzin the Company’s obligation to drill the final six wells in the Company’s
Twelve Well Program. As a result of the exercise of its repurchase option, the Company’s
drilling obligations under the Twelve Well Program have been satisfied and the Program has
been converted to a six well program. If the Company had not exercised its repurchase option,
Hoactzin would have received a 94% working interest in the final six wells of the Twelve Well
Program. However, as a result of the repurchase; Hoactzin will now receive only a 6.25%
overriding royalty in six Company wells to be drilled, plus an additional 6.25% overriding
royalty in the six program wells that had previously been drilled as part of the Twelve Well
Program. : -
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Review, Approval or Ratification of Transactions with Related Parties

The Company’s Board of Directors has adopted a written Related Party Transactions
Approval Policy which is posted on the: Company’s. website at- www.tengasco.com. [t is the
Company’s preference to avoid entering into a material related-party transaction if a transaction
with a non-related party is-available on an equally timely-and equally*beneficial basis. /However,
if a Related Party Transaction.appears to be in the Company’s best interest then it-will be
approved-or ratified if the Board of Directors expressly finds that the terms of the transaction are
comparable to or more beneficial to the Company than those that could be obtained in arm’s
length dealings with an unrelated third party;or, the transaction is approved by the ‘majority of
disinterested members of the Company’s Board of Directors. - ~ = .- ‘ L

. . - . .
St . " . {-‘ I . Lo . h oY : I . [ | LN

N . -

' . . .
. - . .
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BOARD RECOMMENDATION AND VOTE REQUIRED - - . .

-+.For Proposal No. 1 regarding the election of directors, votes may be cast.in favor of all
nominees, may be withheld with regard. to all nominees or may be withheld only with regard to
nominees specified by the stockholder. Directors will be elected by a plurality of the votes of the
shares:of the Company's common stock present in person or represented by proxy,'and entitled to
vote on the election of directors at a meeting at which a quorum is present. Abstentions are
tabulated in determining the votes present at a.meeting. Consequently, an abstention has .the
same effect as a vote against a director-nominee, as each abstention would be-one less vote in
favor of a director nominee. If a broker indicates on the proxy that it does,not have discretionary
authority .as to certain shares to vote on a particular matter (i.e., a “broker. non-vote™), those
shares will not be considered as present and entitled -to vote with respect to.that matter., The
Board of Directors recommends that. stockholders vote. "FOR"- the nominees set forth above.
Unless marked to. the contrary, proxies received will be voted FOR the nominees set forth above.

v e, - , Lo P <

¥ A “Related Party” is any director or executive officer of the Company, any nominee for director, any

shareholder known to be the beneficial owner of more than 5% of any class of the Company’s voting stock, and
any Immediate Family Member of any such Party. “Immediate Family Member” means any child, stepchild,
parent, stepparent, spouse, sibling, mother-in-law, father-in-law, son-in-law, daughter-in-law, brother-in-law or
sister-in-law of a person and any person (other than a tenant or an employec) sharing the household of such
person.
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PROPOSAL NO. 2 .. A

-

< . 4 e . = RATIFICATION OF SELECTION OF - .
- RODEFER MOSS & CO PLLC AS lNDEPENDENT AUDITORS
. ’ b B/ A

o On May 31,.2005, the Company engaged Rodefer Moss & Co, PLLG (“Rodefer Moss”)
of. Knoxville, lTennessee to serve as. its -independent -registered public accountinig firm and
dismissed BDO Seidman LLP (“BDO Seidman™). The change- in independent registered public
accounting .firms.was approved.by the Audit Committee of the Company’s Board.of Directors
and thereafter. ratified-by the.Company’s stockholders- at last ‘year’s Annual -‘Meeting. Rodefer
Moss audited the Company’s financial ‘statements .for the years ended December.31; 2005 and
2006. The Board’s Audit Committee has again recommended and the Board of Directors has
approved the engagement of Rodefer Moss as independent cemﬁed public accountants to audlt
the accounts for the Company for Fiscal 2007. .

il

+". The Gompany’s change of independent accountants was reported on a Current Report on
Form 8K, 'dated June 6; 2005 filed with the Securities and .Exchange Commission (“SEC”). The
Company provided BDO'Seidman with a copy of the Current Report on Form 8-K and requested
that'BDO Seidman furnish it with a: letter addressed to the SEC stating whether or not it-agreed
“with such:statements..BDO Seidman has provided the Company with.a copy of the letter it sent
to'the SEC statmg that it. had rev1ewed and agreed w1th the Company S statements
Ta. ) . . " e " - - ) + . .
"' Prior to its engagement of Rodefer Moss as its new 1ndependent audltors the Company
did not consult with Rodefer Moss regarding- (i) the application of accounting principles to a
specified transaction, either completed or proposed; (ii) the type of audit opinion that might be
rendered by Rodefer Moss on the:Company’s financial statements; or (iii)-any other matter-that
was the subject of a disagreement between the Company and its former auditors as described. in
Item 304(a)(1)(iv) of Regulation S-K or a reportable event as that term is defined in ltem

304(a)(1)(v).

. The Company is advised that neither Rodefer Moss nor any of its partners has any
material direct or indirect relationship with the Company. The Audit Committee considers
Rodefer Moss to be well qualified for the function of serving as the Company's auditors.
Tennessee law does not require the approval of the selection of auditors by the Company's
stockholders, but in view of the importance of the financial statements to stockholders, the Board
of Directors deems it desirable that they pass upon its selection of auditors. In the event the
stockholders disapprove of the selectlon the Board of Directors will consider the selection of
other auditors. : Ce -
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AUDIT AND NON-AUDITFEES - . . - ., . o & . ey

The following table presents the fees for professronal eudlt services rendered by the
Company’s current independent accountants,» Rodéfer. Moss, for the audit of the Company’s
annual consolidated financial statements for the fiscal years ended December 31, 2006 and
December 31, 2005, and fees for other services rendered by Rodefer Moss dunng those periods:

. ‘ . f
P E
by (PR . . + ot .

e oL ! - . . I .t . .
v i : f . - . i . i

Fee Categorg . . Fiscal 2006 .. o+ - Fiscal 2005

Audit Fees B '$123.500
Audit-Related F ees $0 $0

Tax Fees $0 | | B IR $0

Auomerre‘e's( 80 e &;1'500- P
TolFers . . . $98400° . . . . -si2s, 000 ;

i1 '

Audit fees include fees related to the services rendered in connectlon w1th the annual
audit of the Company’s consolidated financial : statements, the..quarterly- sreviews. of the
Company’s quarterly reports on Forin 10-Q and the: reviews of.and other services related to
registration statements and other offering memoranda. -« .. Co -

Audit-related fees are for assurance and related services by the principal accountants that
are reasonably related to the performance of. the audit-or review of the Company s financial
statements: | .. R A .o "

. . * ll : ' J 1 - . .
! 1ax Fees mclude (1) tax comphance (i1) tax adv1ce (111) tax planmng and (lv) tax
reportlnb FEEE PO L A v ! oy h - L e i ' !

y—
.
n -
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All Other Fees includes fees for all other services provided by theprincipal.éccomtants
not covered in the other categones such as litigation suppon etc.

i . ' L] oot e

*

—All of ‘the services for 2005 and 2006 were performed by the ﬁJll tlme permanent'
employeesofRodeferMoss‘ B ST e R I
“ P . . ! PR Iy N I,. . ;

All of the 2006 services descrlbed above were approved by the Audlt Commlttee
pursuant to the SEC rule that requires audit committee pre-approval of audit and non-audit
services provided by the Company’s independent auditors to the extent that rule was applicable
during fiscal year 2006. The Audit Committee considered whether the provisions of .such
services, including non-audit services, by Rodefer Moss were compatible with mamtammg its

independence and concluded they were. : W . P

BOARD RECOMMENDATION AND VOTE REQUIRED

The Board of Directors recommends that you vote in favor of the above proposal to ratify
the appointment of Rodefer Moss & Co, PLLC as independent auditors of the Company: for
Fiscal 2007. A representative of Rodefer Moss & Co, PLLC is expected to be present at the
Annual Meeting with the oppor‘tunity to make a statement-if he desires to do so, and is expected
to be avallable to respond to approprlate questlons

Ratlﬁcatlon w1ll require the afﬁrmatlve vote’ of a :majority of the. shares present and
voting at the meeting in person: or by proxy. In-the event ratification. is not provided; the Audit
Committee and the Board of Directors will review. the future selection of the Company's
independent auditors.

YL cy . T N T

+ «« Unless.otherwise directed by the' stockholder giving the proxy, the: proxy 'will be voted
for the ratification of the selection by the Board of Directors of Rodefer Moss & Co; PLLC as
the Company's independent certified public accountants for 'Fiscal 2007. Shares voted as
abstaining .will count ‘as votes cast. If a broker indicates'on the proxy.that it does not have
discretionary authority as to certain shares to vote on a particular matter (i.e., a2 “broker. non-
vote™), those shares will not be considered as present and entitled to vote w1th respect to that
matter. An abstention from voting by a stockholder present in person or by proxy at the meeting
has the same legal effect as a vote "against" Proposal No. 2 because it represents a share present
or represented at the meeting and entitled to vote, thereby increasing the number of affirmative
votes required to approve this proposal.
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STOCKHOLDERS' PROPOSALS

Proposals of stockholders intended to be presentéd at the 2008 annual meeting must be
received in writing, by the Chief Executive Officer of the Company at its offices by November
30, 2007 in order to be considered for inclusion in the Company's proxy statement relating to that
meeting.

SEC rules and regulations provide that if the date of the Company's 2008 Annual
Meeting is advanced or delayed more than 30 days from the date of the 2007 Annual Meeting,
stockholder proposals intended to be included in the proxy materials for the 2008 Annual
Meeting must be received by the Company within a reasonable time before the Company begins
to print and mail the proxy materials for the 2008 Annual Meeting. Upon determination by the
Company that the date of the 2008 Annual Meeting will be advanced or delayed by more than 30
days frorn the date of the 2007 Annual Meeting, the Company will disclose such change in the
earliest possible Quarterly Report on Form 10-Q.

By Order of the Board of Directors

Cary V. Sorensen, Secretary

VI |
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UNITED STATES: = AR
. Securities and Exchange Commission '
e e Washmgton D.C. 20549 ‘ . ey e e
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o REPORT ON FORM 10-K.
(Mark one)
., [X] Annual Report pursuant to Section 13 or 15(d) of the Securities Exchange, Act of 1934 for the fiscal
year ended December 31, 2006 or L o e, o
[ ] Transition Report pursuant to Section 13 or 15(d) of the,Securities Exchange Act of 1934 for the
transition period from to . ) o

“'Commission File No. 0-20975 - ° B

t N LR . . ] ' e < R v

TENGASCO,INC. ** -~ =

{Name of registrant as specified in its charter)

87-0267438
(1.R.S. Employer Identification No.)

TENNESSEE
(State or other jurisdiction of
incorporation or organization)

10215 TECHNOLOGY DRIVE N.W,, 37932-3379

KNOXVILLE, TENNESSEE (Zip Code)
{Address of Principal Executive Offices)

Registrant's telephone number, including area code: (865) 675-1554.

Securities registered pursuant to Section 12(b) of the Act: None,
Securities registered pursuant to Section 12(g) of the Act: Common Stock, $.001 par value per share.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined by Rule 405 of the
Securities Act. Yes [ ] No [X]

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section
15(d) of the Act. Yes[ INo{X]

Indicate by check mark whether the registrant (1) filed all reports required to be filed by Section 13 or
15(d} of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the

registrant was required to file such reports), and (2} has been subject to such filing requirements for the past 90 days.

Yes[X]No|[ ]

Indicate by check mark if disclosure of delinquent filers in response to Item 405 of Regulation SK is not
contained herein, and will not be contained, to the best of registrant's knowledge, in definitive proxy or information
statements incorporated by reference in Part 11 of this Form 10-K or any amendment to this Form 10-K. [ ]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-
accelerated filer. See definition of “accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act.
Large Accelerated Filer [ ] Accelerated Filer [ ] Non-accelerated Filer [X]




Act). Yes [ ] No [X]

Indicate by checkmark whether the reglstram ist a shell company (as defined in Rule 12b-2 of the Exchange
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State the aggregate market value of fhc'b'otin'g ‘and non-voting’common equity held by non-affiliates
computed by reference to the price at which the common equity was last sold, or the average bid and asked price of
such common equity, as of the last business day of the reglstrant s, most recently completed second fiscal quarter
{June 30, 2006 closing price $1.29): 548, 086,530 - i

“'State'the numbér of shares outstandmg of the reglstrant s $.001 par value common stock as of the close of
business on the latest practicable date (March 1, 2007); 59,058,705 A

= Documents Incorporated By Reference ’ v !

The information required by Part 111 of the\Form 10-K, to the extent not set forth herein, is incorporated
herein by reference from the registrant's definitive { proxy statement for the Annual Meeting of Shareholders to be
held on April 30, 2007, to be filed with the Securities and Exchange Comm:ss:on pursuant to Regulation 14A not
later than 120 days after the close of the reglstrant 8 ﬁscal 'year. * e
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“tiw oo, v L EORWARD.LOOKING STATEMENTS T TR A
, " "The information contained in this Report in certain instances, includes forward-
lookmg statements. within the meaning.of applicable .securities’ laws. . Forward-looking
stateménts .include statements regarding the Company’s ‘expectations,” “anticipations,”
“intentions;’ “beliefs,” or “strategies” regarding the future: Forward-looking statements also
include statements regarding.revenue, margins, expenses, and-earnings analysis for 2006 and
thereafter; oil and gas. prices; exploration activities; development expenditures; costs of
regulatory compliance; -environmental matters; technological: developments; future products or
product development; the Company’s products and distribution development strategies; potential
acquisitions:or 'strategic alliances; liquidity and anticipated cash needs and availability; prospects
for success of.capital raising activities; prospects: or. the market for or price .of.the Company’s
commorn-stock; and control -of the. Company:- -All forward-looking statements are based- on
information available, to:'the Company ‘as of, the .date hereof, and..the Coémpany .assumes no
obligation to update any such.forward-looking statements. _The Company’s:actual results could
differ materially: from rthe forward-looking. statements. Among the factors that could cause
results to differ materially are the factors discussed in “Risk Factors” below in Item 1A of this
Report., - S a Ltk . vyl
",,'i['J".-f!'.'.tg."l-'- o T ! T . SRR . Yo
Projecting the, effects of commodlty pnces on . productlon and tlmmg -of
development expenditures includes many factors beyond the Company’s control. The future
estimates of net cash flows. from the Company’s proved reserves and their present value are
based upon various assumptions about future production levels, prices, and costs that may prove
to. be.incorrect ‘over time. Any significant variance from assumptions could result in the actual

future net.cash flows being materially different from the.estimates. -, - - DR
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ot vy [ B S B i

PART I

ITEM 1. BUSINESS.

Hlstorv of the Company
L . I I PR I o S ! T

. - The Company was. initially orgamzed in Utah in 1916 for the purpose' of mining,
reducing-and smelting mineral ores, under the name Gold Deposit Mining & Milling Company
and later changed.to Onasco Companies, Inc. In 1995, the Company changed-its name from
Onasco Companies, Inc. by.merging into Tengasco Inc a Tennessee corporat1on formed.by the

Company-solely.for this purpose. Ce T P P A - e
Overview .+ o0 7o i R

LI LN (AN . ' : o, P S “ N “aals
TR TVRT The Company 18 1n the busmess of exploring .for, producing and transportmg 011
and ‘natural ;gas in-Kansasiand , Tennessee. The Company leases: prodicing and non-producing

propertics with a view toward exploration and development and owns pipeline and other
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infrastructure facilities used to provide transportation services. The Company utilizes seismic
technology to improve the discovery of reserves.

.In*1998, .the Company acquired ‘from AFG Energy, Inc. (“AFG”), a private
comparny, approximately 32,000.acres of leases in the vicinity of Hays, Kansas' (the “Kansas
Properties™). Incliided in that acquisition were 273 wells, including 208 working wells, of which
149 were producing:oil wells and 59 were producing gas wells, a related 50-mile pipeline and
gathering system, .three compressors and 11 vehicles. The Company sold the Kansas gas |
producing wells, gathering system and compressors effective February 1, 2005. Durmg 2006 the
Kansas‘Propertics produced an average of approxrmately 15 000 barrels of oil per month :
SR VRPN \ s : [ r ' . J
.vwr:+©  The' Company’s oil and gas.leases in Tennessee ' are. located ‘in*.Hancock,
Claiborne. and Jackson counties. The Company has drilled primarily .on.a portion of its leases
known as the Swan Creek Field in' Hancock: County focused within what is known as the Knox
Formation, one'of the geologic formations inthat field. During 2006. the Company sold an
average of approximately 378 thousand ‘cubic feet of natural gas per day and 708 barrels of oil
per month from 21 producmg gas wells and 5 producmg oil wells in'the Swan Creek Field.

The Company s wholly-owned subsrdlary, Tengasco Plpelme Corporanon
(“TPC”) owns and operates a 65-mile intrastate pipeline which it constructed to transport natural
gas from the Company s'Swan Creek Fleld to customers n K1ngsport Tennessee
A .

ST " The Company formed a wholly owned subsndlary on December 27; 2006 named
Manufactured Methane Corporation for the purpose of owning and operating treatment and
delivery facilities using the latest developments in available technologies for the extraction of
methane gas from non-conventional sources for delivery through the nation’s existing natural gas
pipeline system, including the Company’s TPC pipeline system in Tennessee for eventual sale to
natural gas customers.

General

1. The Kansas Properties

The Company’s Kansas Properties presently include 130 producing oil wells in
the vicinity of Hays, Kansas. The Company employs a full time geologist in Kansas to oversee
acquisition of new properties, and exploration and ‘exploitation of Kansas Drilling prospects on
both newly acquired acreage and existing léases for development. TheCompany employs a full
time-production manager to oversee the daily function of all producing wells and to implement

the work-over programs employed by the Company to boost production from older wells. .

In 2006, the Company continued to focus its exploration and drilling activities in
Kansas. During 2006, the Company also continued its lease acquisition program in Kansas to
acquire oil and gas. leases in areas near its,previous lease holdings where the Company believes
there is.a likelihood of additional oil production. .The Company continued to collect’and analyze -

i 1 P ,
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substantial seismic data to aid it in its, dritlling operations The Company ,mtends in 2007 to
contlnue to acqurre additronal leases in the area of its ex1stmg wells. . AR

In 2006 the’ Company dnlled the last two wells of an elght welhdrlllmg program
in Kansas (the “Eight Well Program™). The Eight Well Program was offered to the holders of
the Company’s Series A 8% Cumulative Convertible Preferred Stock (“Series A Shares™) in
exchange for their Series A Shares. This resulted in the participants, acquiring approximately an
81% working interest in the eight wells and the Company retaining the remaining; 19% working
interest. Under the terms of the Eight Well Program, the former Series A -shareholders
pamcrpaung in the Eight Well Program:will receive-all of the cash flow from their 81% working
interest in the eight wells until'they have recovered 80% of the-face value of the-Series A" Shares
they exchanged for their interests in the Eight Well Program At that point, for the rest of the
productive.lives of those eight wells the Company will receive 85% of the cash flow. from the
81% working interest in those wells as a management fee and the Series A- shareholders will
receive the remaining 15% .of the cash flow. The Eight Well .Program produced sufficient
revenues to. the participants.in 2006.so that the Company estimates that the management fee will
become due to the Company in 2007 resulting in approximately an additional $50,000 .in
revenues per month, depending upon commodlty prlces and contmumg production levels. from
those wells. . . A ) ' ' A

In October, 2005 the Company accepted an exchange from Hoactzin Partners,
L.P. (*Hoactzin”) of promissory notes made by the Company in the principal amount of
$2,514,000 for a 94.3% working interest .in a'twelve well drilling program (the “Twelve Well
Program”) by the Company on its Kansas Properties. The Company retained the remaining. 5:7%
working interest in'the Twelve Well Program. The promissory:notes exchanged were originally
issued by the Company in connection with loans made to the Company by Dolphin.Offshore
Partners, L.P. (“Dolphin?} to fund the ‘Company’s cash exchange to holders of its Series A, B
and C Preferred Stock. Peter E. Salas, the Chairman of the Board of Directors of the Company, is
the controlling person of Hoactzin. He is-also the sole shareholder and controlling person of
Dolphin Management,. Inc., the general,partner. of ‘Dolphin, which is the Company:s-largest
shareholderu‘ e e o P Tt
: ' : v e P TER
I In 2006, the Company dr1lled four wells in the Twelve Well Program brmgmg the
total‘number_ of wells drilled in that Program to six. All but one of those wells is. producing
commercial quantities of oil. o4

On June 29th, 2006 the Company closed a $50,000,000 credit facility with
Citibank Texas, N.A. The Company’s initial borrowing base was set at $2,600,000 and the
Company borrowed that amount on June 29, 2006 and used $1.393 million of the loan proceeds
to exercise its option to repurchase -from Hoactzin Partners, L.P.; the Company’s obligation to
drill the final six wells.in the Company’s Twelve Well Program. As-a result.of the repurchase,
the Twelve Well Program was converted to a six well program, all of which had been drilled by
the Company at the time of the repurchase. Consequently, as.of July 1, 2006, all well-drilling
obligations of the Company under both the, Eight Well and Twelve Well Programs ‘with former
preferred stockholders as-participants had been satisfied. If the Company. had not exercised its
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repurchase option, Hoactzin would have received a 94% working'interest i the final six wells of
the Twelve Well Program. However, as a result of the repurchase, Hoactzin will now receive
only a 6.25% overriding royalty in six Company wells to be drilled, plus an additional 6.25%
overriding royalty in the six program wells that had prev1ously been.drilled aspart of the Twelve
WellProgram Sl . e O L I e

. Gross oil production to the Company’s interest in 2006 was ‘enhanced. by our
interest in the drilling program' wells; the work-over results on*existing wells  especially the
polymer successes, and the 4 new: wells drilled late in 2006 in which the Company was not
required to ‘share the working. intetest with.any drilling program: or’ other .participants.
Specifically, the wells in the Eight Well Program produced 4,897 barrels' of oil;: the wells.in the
Twelve Well Program now converted to a six ‘well program produced. 11,147 barrels; wells
polymered produced 25,585 barrels; and, the four new wells produced 9,950 barrels'in 2006.* By
December 2006 these investments in-drilling program wells,' work-overs/polymers, and four new
wells'accounted for almost. 40% of our gross Kansas production..TheCompany had successive
record quarterly.production in all four quarters of 2006, -and set an all -time monthly record in
November 2006 with 18,158 gross barrels of-oil produced in a singlesmonth. The:total 2006
Kansas oil production-of 179,555. barrels compared to 128,765 bartels prodiiced.in 2005 was a
29% increase. This production increase also had the effect of adding 348,000 barrels of oil to the
reserve basns for Kansas All this was achleved while lowering costs per barrel on the production
side. . .+ .. oL ol SCE LU N
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" " . Thererare also additional cdpital development projectsthat. the Company is
considering to increase current- oil' production with respect to-the Kansas Properties! ‘including
récompletion of wells and major. -work-overs.. - Managemént has “made the decision: to
simultaneously undertake as many of these projects that can be paid-from the'Company’s current
cash flow as soon as the Company is able'to obtain third party ‘crews and ‘equipment to perform
the work. Workaovers done to date ofi‘a limited scale have been successful in-Kansas.. The work-
overs included a treatment of wells by injection of polymers (atype of plastic compound) that
has sealed off.almost all of the water from entering the combined oil/water fluid stream.that is
naturally produced from the wells, while at the same time increasing the total quantity of crude
- oil that is actually produced per day from the treated wells. Although there can be no assurances,
similar.work-overs when completed might reduce water production-and its associated removal
expense and increase oil production from: many. of the Company’s'other!existing oil wells'in
Kansas. R '

2, The Tennessee Propertles ' IR T e 1
T : X . Y G E,

' + Amoco. Productlon Company, durmg the late. 1970 s and early '1980%s acquired
approximately 50,500 acres of oil and gas leases in the Eastern Overthrust in the Appalachian
Basin, including the area now referred. to as the Swan Creek Field. In 1982, Amoco successfully
drilled two natural gas:discovery wells in the Swan Creek Field to the: Knox Formation: These
wells, once completed, had a high pressure and apparent volume of deliverability. of natural gas.
In the mid-1980’s, however, development of this Field was cost prohibitive due'to a substantial
decline in worldwide oil and gas prices' which was'further exacerbated by-the high cost of
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constructing a necessary 23-mile pipeline .across three mountain ranges and crossing the
environmentally protected Clinch River from Sneedville, Tennessee to deliver gas from the
Swan Creek Field to the closest market in Rogersville, Tennessee. - In July 1995 the Company
concluded a legal action under state law: and aCC[UII'Ed the Swan'Creek leases. ;
| . [ t L 0
A. Swan Creek Pipeline Facilities W

In July 1998, the Company completed Phase I of its pipeline fromthe Swan Creek
Field, a 30-mile pipeline made of six and eight-inch steel pipe running from.the Swan Creek
Field into the main city gate of Rogersville, Tennessee.” The cost of constructing Phase 1 of the
pipeline was approximately. $4,200,000. ' In March .2001, construction: of :Phase II of'the
Company’s pipeline system was completed.. Phase Il was an additional 35 milés of eight and 12-
inch pipe laid at a cost of approximately $12.1 million, extending the Company’s pipeline from a
point near the terminus'of Phase I and connecting to ‘a meter station at Eastman Chemical
Company’s (“Eastman”) plant in Kingsport, Tennessee.: The.completed pipeline system extends
65 miles from-the Company’s Swan Creek Fleld to KlngSpon Tennessee and was built for a
tota] cost of $16,329,552. ..- .o Co . T .
. B. Swan Creek'Production and Develo'pment A R T B
. : . ' ~ S . '
a In 2003 management had obtained state regulatory approval for drilling add1t1ona1
1nﬁeld wells in the Swan Creek Field resulting in an. increased -density of wells. Management
expected that an-increased density of wells within'the existing Swan Creek Field would result in
additional reserves and reported those reserves as proven ins accordance with reservoir
engmeenng standards
. In 2004 the Company drllled and tested two new 1nﬁeld development wells in the
Swan Creek Field. The results of these wells together with the accumulation of data from
previously drilled wells and seismic data indicated that drilling new gas wells in the Swan Creek
Field would not achteve any significant increase in daily gas production totals from the Field; the
current wells in production in the Swan Creek Field would be capable of and would likely
produce all the remaining reserves in-that Field; and, that-only limited additional gas reserves
could be added with additional infieid developmental drilhing. Consequently, the Company has
not, drllled any new wells in the Swan Creek Field. . o NS :

* ' ‘Because no dnllmg. has 'occurred since 2004, and no drilling for natural.gas
directly- in Swan Creek is anticipated in the future, the current production levels-less decline are
the sole value of natural gas reserves and production. The existing production and the current 21
wells producing natural gas are showing typical Appalachian'production declines, which-exhibit
a long lived nature but ‘more modest :volumes. - The experienced decline.in actual.production
levels from existing wells in the.Swan' Creek' Field. from 2005 .to 2006 was expected and
-predictable. Although there can be no assurance, the Company expects these natural rates of
decline in the future will be comparable to the decline experienced over the 2005-2006 period,
and that ongoing production from existing wells will tend to stabilize near current production
levels.




Variations in year-end natural.gas prices and lack of .interest to” invest-in Swan Creek in the
foreseeable future, have resulted in.an adjustment to ‘the reserve volumes to reflect-only the
reserves associated with. currently producing.wells.~ The company--maintains an interast and
anticipates drilling additional oil prospects in. Swan Creek. It also has.an interest in seeking other
exploration targets in Tennessee outside of Swan Creek but near our plpelme w1th other industry
partners " .'_.‘.-‘- -‘;__.‘E‘ ‘_‘ ' r‘.‘.-.. a'«'f.-v ' 5

The deliverability of natural gas-from the Swan Creek Field will not be sufficient
to satisfy the. volumes deliverable under .its contracts-with.Eastman and ;BAE mKingsport,
Tennessee.: The Eastman contract provides that Eastman will buy a minimum of the.lesser,of
eighty percent of that customer’s daily usage. or 10,000: MMBtu per day, and the BAE contract
provides that BAE will buy a minimum of all of -that customer’s usage or 5,000. MMbtu.per: day
after Eastman’s volumes have been: provided. In.2006 the. Company;s volume sold from the field
was approximately 419 MMBtu per day. The Company’s contracts with these.customers are only
for. natural gas-produced.from the Swan Creek: Field.-So long as that field is not capable.of
supplying these.volumes of. natural -gas, the:Company .is not.in breach or violation. of these
contracts. No penalty is associated with the inability of the Field to produce the volumes that the
Company could deliver and buyers would be obligated to buy under its industrial contracts 1f the
volumes were physically available from the Field. However, in the gvent that the Company were
found to be in breach of its obligations for failure to deliver any volumes of gas that is produced
from the Swan Creek Field to either of these customers, the agreements limit potential exposure
to damages. Damages are limited.to no more than $.40-per MMBtu for any replacement volumes
that are proved in a court proceeding-as- havmg been obtained to replace volumes required.to be
furnished but not furnished by the Company.... . .~ - - (2 I R I PO S
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During 2005, the Company had 21 producing gas wells and 5 producmg oil wells

in the Swan Creek Field.. Sales from the Swan:Creek Fleld durmg 2006 averaged 378 Mcf per

day compared to 502 Mcf per day in 2005.. . ' S R &
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3. The Non—conventlonal Methane.Re‘serves wuro R T
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A On October 24 2006 the Company signed a twenty-year Landﬁll Gas Sale .and
Purchase Agreement (the “Agreemcnt”) with BFI Waste Systéms of. Tennessee, LLC (“BEL”).
The Agreement provides that the Company will. purchase all the naturally produced ga$ stream
presently being collected and flared at a municipal solid waste landfill serving the metropolitan
area of Kingsport, Tennessee that is owned and operated by;BFI in Church Hill, Tennessee.
BFI’s facility is.located about two miles from the Company’s existing pipeline serving Eastman
Chemical. Company(*“Eastman’). - Contingent upon-obtaining suitable financing,.the Company
plans to acquire and .install a proprietary combination. of-advanced gas treatment technology . to
extract the metharie. component: of- the purchased gas-stream. . Methane -is . the -‘principal
component of natural-gas and makes up about half of the parchased gas stream by.volume. The
Company plans to construct a small-diameter pipeline to deliver the extracted methane gas to-the
Company’ sex1st1ng pipeline for- delwery to-Eastman. . -~ - ool e e
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oo -+ +.The Company is presently seeking to arrange suitable projéct:financing for the
‘production of gas from this.non-conventionalisource. Total costs for.the project-are.expected to
be-approximately. $3.7+million, and commercial operations are.expected-to begin about-eight
months from  closing -of financing..  At'current, gas:-production.irates and ' éxpected ‘extraction
efficiencies, when commercial operations=of: the:Project begin, ‘the Company.wouldiexpect to
deliver about 418 MMBtu per day of additional gas to Eastman; which would almostidouble the
current volumes of natural gas being delivered to Eastman by thé Company:fromrits Swan'Creek
field. At the average natural gas price received by the Company in 2006, the anticipated net
revenues to the Company would be approximately $1 million per year from.this'project. ‘The gas
supply from this project is projected to grow over the years as the underlying operating landfill
continues’ to .expand-:and ‘generate radditional.naturally. produced gas,-and. for several years
“following the: closmg of the *landﬁll tcurrently estlmated by BFEI'to occurxbetween the years 2022
and2026“ -!' " T N I S L U P EPRE b T PR
e g e R TR ‘-"p_ii' e ,:". o . j:.f‘,."g LRSI STt (PR I R

4, Other Areas of Development oo ity L P Y

The Company is seeking to purchase and_has attempted tosacquire additional
existing oil and gas production in the Mid-Continent (USA) area. The Company is particularly
interested in areas-of Kansas, Oklahoma, and Texas. Although financing plans are uncertain,
management believes that when a.suitable property becomes available, a combination.of such.a
property with-our ‘current reserves’ would allow the: Company:to:create a financing mechanism
that would make a purchase of the property possible. However, there is no assurance that a

- suitable.property will become availableor that terms will.be establlshedf]eadmg to a completion

ofsucHapurchase L e A PIE UHDELPENAR T
e g PIE I T TR TR : oo il b G e, DI
2 = n-The Company ‘has evaluated other- geological: structures.m-the East Tennessee

area that are 51m1lar to the Swan Creek Field. These.target evaluations were made using available
third' party -seismic data, the Company’s' own secismic! investigations, and.drilling results' and
geophysicalilogs from the existing wells in'the region.. While-these areas-are of interest,’and may
be further evaluated:at some: future time; based' on. its-review: to date the ‘Gompany - does not
currently intend to actively explore these areas with its own funds. However, the Company may
‘consider-lentering: into“partnerships. where further.exploration.and drilling costs can be largely
borme by third’parties “There can be 1o assurances that any third:party would-pérticipate in a
drilling program in'these structures, that‘any of these’ prospects will'be drilled, and 'if they were
drllled that they -would result in commercial production: -1, « = " WL e s a0ty T
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e Nl *The .Company also mtends to establish and explore all busmess opportunitiés for
connectlc-n of the pipeline system owned by the:Company’s subsidiary TPG-ito other sotirces of
natural gas or gas produced from non-conventional sources so that revenues from third parties
for transportation of gas across the pipeline system may be generated. Although noassurances
can be made, such connections may also enable the Company to purchase natural gas from other
sources and to then market natural gas:to'new customers in‘the Kingsport,” Ténnessee area at
retail' rates under a franchise agreement: already. grarited to.the Company by’ the :City "of

Kingsport, subjéct to approval by-the Tennessee Régulatory Authority, v+ ¢ - - . * -y 00 e




The Company also intends to continue to explore other opportunities such as its
methane extraction project in Church Hill, Tennessee. to obtain natural gas or substitutes. for
natural gas from non-conventional sources if such gas.can be economically treated and te ndered
in commercial volumes for transportation not only through the Company’s existing pipeline
system but by other delivery ‘mechanisms and through other:interstate or. intrastate Jpipelines or
local distribution companies for the, purposes of supplementing the Company’s revenues from
the sale.of the methane gas produced by these prOJects W MR
tale o b £, 0 A PR PO .1-!‘

Governmental Re gulatlons , : : s o e
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X .o The Company is subject to numerous state and federal regulat1ons envnronmental
and otherwise, that-may have a substantial negative effect on its ability to operateé at a profit. For
a discussion of the risks involved as a result of such regulations, see, "Effect of Existing or
Probable Governmental Regulat1ons on Business” and "Costs and Effects of Comphance with

Environmental Laws" hereinafter in this section. ST C

Prmanl Products or Serv1ces and Markets By o
o The pnnc1pal markets for the Company s crude. oil are local reﬁnmg compames,
local utllmes and private iridustry end-users. The: principal markets: for the Company;s natural
gas are local utlhttes, prlvate industry end -users, and natural gas marketmg compames T

RN " ' "

e Gas productlon from the Swan Creek Fteld can presently be delivered through the
Company’s completed pipeline to the Powell Valley Utility District in Hancock, County,
Eastman and BAE in Sullivan County, as well as other industrial customers in the Kingsport
area. The Company.has acquired all necessary regulatory approvals and necessary property
rights for the pipeline system. The Company's pipeline: can not only provide transportation
service for gas produced from the Company's wells, but could provide transportation of gas for
small independent producers in the local area as well. The Company could, although. there can
be no assurance, sell its products to certain local towns, mdustnes and utlllty districts. . « -

' LA t ‘ ‘. . H . . . . ‘ o, L1

, oo At present, crude oil produced by the Company' in Kansas 1$ sold to 1the
Coffeyvnlle Resources Refining and Marketing, LLC (“Coffeyville-Refining”) in-Kansas, City,
Kansas. Coffeyville Refining is solely responsible for transportation of the oil it purchases. The
Company may sell some or all of its production to one or more additional refineries in order. to
maximize revenues as purchase prlces offered by the refineries fluctuate from time to time.
Crude oil produced by:the Company in Tennessee is sold to the Ashland ‘refinery in Kentucky
and is transported to the refinery by contracted truck delivery at the Company’s expense. - ..

l

Drilling Equipment . S - S e
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- . The. Company does not -currently own.a drilling rig or. any related drilling

equlpment The Company obtains drilling;services as required from time to time ‘from various
companies as available in the Swan Creek Field area and various drilling contractors in Kansas.




Distribution Methods of Products or Services - . Co S

-

P - -

5.« . Crude oil is normally delivered to refineries in Tennessee and Kansas by tank
truck and:natural gas.is distributed.and transported via pipeline.

Competitive Business Conditions, Competitive Position in the Industry .-
and Methods of Competition

’ |- e
The Companys contemplated oil and gas exploratton actmttes in the. States: of
Tennessee and Kansas will be undertaken in a highly competitive and speculative business
atmosphere. In seeking any other suitable oil and gas properties for acquisition, the Company
will be competing with a number of other companies, including large oil and gas companies and
other independent operators with greater financial resources.- Management -does not believe that
the Company’s competitive: position in the oil and gas 1ndustry will be sngmf' icant as. the
Company currently exists. . . e e - RN
The Company has numerous competitors in the State of Tennessee that are in the
business of exploring for and producing oil and natural gas in the Kentucky and East Tennessee
areas. Some of these compames are larger.than the -Company and have- greater financial
resources. These companies are in competition with the Company for lease positions in the
known producing areas.in which the Company currently operates -as well as other potential areas
of interest. . o A i . '

There are-numerous producers in the -area, of the Kansas .Properties. Some are
larger with greater financial resources.

'
[ ' !
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. - Although management does not foresee, any difficulties in procuring contracted
drilling rigs,_several' factors, including increased competition in,the area, may limit the
availability 'of drilling rigs, rig-operators and related personnel and/or equipment in the future.
Such limitations would have:,a, natural; adverse impact on.the proﬁtablllty of .the, Companys
operations. C e T " . R Lo

! PR [ Vet -7 T
The COmpany anticipates no dlfﬁculty in procuring well drllhng penmts in any
state. They are usually issued within one week of application. The Company generally does not
apply for a pemnt until it is actually ready to commence drilling operations. .
[T ' S TR . , . e o .. .

* The prlces of the Company's. products are controlled by the world 011 market and
the: United ‘States natural gas market. Thus, competitive pricing behaviors are considered
unlikely; however, competition in the-oil and gas exploration industry exists in the form. of
competition to acquire the most promising acreage blocks and, obtaining the most favorable
prices for transporting the product. . - . S S
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ources and Availability of Raw Materials . o Lot '

e

. Excluding the development of oil and gas reserves and the production of oil and
gas, the Company's operations are not dependent on the acquisition of any:raw materials.

Dependence On One or a Few Major Customers . =~ - -~ oo

The Company is presently dependent upon a small number of customers for the
sale of gas from the Swan Creek Field, principally Eastman, and other industrial customers in the
Kingsport area with which the Company may enter into gas sales contracts. - -
R "~ At present, crude oil from the Kansas Properties is being purchased at the well
and trucked by Coffeyville Refining which is responsible for'transportation of the crude oil
purchased. The Company may 'sell some or all of its production to one or more additional
refineries in order to maximize revenues as purchase prices offered by the refineries fluctuate
from time to time.
Patents, Trademarks, Licenses, Franchises, Concessions, . e
Rovalty Agreements or Labor Contracts, Including Duration -~ ;

Royalty agreéments relating to oil and gas production are standard in the industry.
The amount of the Company's royalty payments varies from lease to lease.

‘Need For Governmental Approval of -P'r_incipal Products or Services

PR

None of the principal products offered by the Company require governmental
approval,” although permits are' required- for drilling oil or gas wells. - In addition the
transportation service offered by:TPC is subject to regulation by the Tennessee Regulatory
Authority to-"the “extent of certain construction, -safety; tariff rates ‘and ‘charges, ‘and
nondiscrimination réquirements ' under state law.  These requiremerits are typical of those
imposed on regulated common carriers or utilities in the State of Tennessee or in other states.
TPC presently has all required tariffs and approvals necessary to transport natural gas to all

customers of the Company. .7 ° ‘

{ ' . . . ]

The City of Kingsport, Tennessee “has enacted an ordinance ‘granting to TPC a
franchise for twenty years to construct, maintain and operate a gas system to import, transport,
and sell' natural gas to the City of Kingsport and'its inhabitants; institutions and businesses for
domestic, commercial;-industridl and institutional uses. This ordinance and the franchise
agreement it authorizes also require*approval of the Fennessee Regulatory Authority under state
law. The Conipany will not initiate the required approval process for the ordinance and franchise
agreement until such time that it can supply gas to the City of Kingsport. Although the Company
anticipates that regulatory approval would be granted, there can be no assurances that it would be
granted, or that such approval would be granted in a timely manner, or that such approval would
not be limited in some manner by the Tennessee Regulatory Authority.

10




Effect of Existing-or Probable Governinental- Regulations On Business - '

- Exploration and production .activities. relating to oil.and gas leases are subject:to
numerous environmental laws, rules and regulations. The Federal Clean: Water Act requires the
Company to construct a fresh water containment barrier between the surface of each drilling site
and the underlying water table. This.involves the insertion of a seven-inch diameter steel casing
into each well, with cement on the'outside of the casing. The.Company,has fully-complied with
this, environmental regulation, the cost of which is approxlmately $10 000 per well. S

Ve I ) . . e

4 The State of . Tennessee also requires the posting of a bond. to ensure: that the
Company $ wells.are properly plugged when abandoned. A separate $2,000 bond is required for
each well drilled. The Company currently has the requisite amount of bonds on depos1t

. ,' [ ! ~ ! T ) ’
UV As part; of -the - Company's purohase of ‘the K_ansas Properties-it acquired a
statewide permit to, drill in Kansas. Applications wunder such permit, are applied for and issued
within one to-two weeks prior to-drilling:: At the present time, the State of /Kansas does not
require the posting-of a bond either for -permitting or to insure that the Company's wells are
-properly plugged when abandoned. All of the wells in the Kansas Properties. have all permits
required and the Company believes that it is in compliance with the laws of the State of Kansas.

‘ The Company S, exploratlon product1or1 and marketmg operations are regulated
-extenswely -at. the ‘federal, state and local;levels. The,Company-has -made and will continue to
make expenditures-tn its efforts. to comply ‘with the requirements of environmental-and other
regulations.. Further, the oil-and.gas regulatory-environment could change in ways that. might
substantially increase these costs. Hydrocarbon-producing states regulate-conservation practices
and the protection of correlative rights. These regulations affect the Company’s operations and
limit the quantity of hydrocarbons it may produce and sell. In addition; at the federal:level, the
Federal Energy Regulatory Commission regulates interstate transportatlon of natural gas under
the Natural Gas Act: Other regulated mattets include marketmg, pr1cmg, transportation and
valuation of royalty payments S an . : ) e s

. ‘ l L . . % N . L . R

;- K *The Company $ Operatlons are also subject to numerous and. frequently changmg
laws-and regulations governing the.discharge of'materials into the environment or otherwise
relating to environmental protection. The Company owns or leases, and has in the past éwned.or
leased, properties that have been used for the exploration and production of oil and gas and these
properties and the wastes disposed .on these, properties may be; subject to the Comprehensive
Environmental Response, Compensatlon and Liability Act, the Oil Pollution Act of 1990, the
Resource - Coriservation and Recovery- Act,'the Federal, Water Poliution’ Control Act and
analogous state laws. Under such laws, the Company could be requ1red to remove or remediate
previously released wastes or property contamination.

LI

e i T oo * l.- .

Laws and regulatmns protectmg the env1ronment have generally become more
stringent and, may in some cases, impose “strict liability” for environmental damage. Strict
hiability means that the Company may be held liable for damage without regard to whether it was
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negligent or otherwise at fault. Environmental laws and regulations may expose the.Company to
liability for the conduct of or conditions caused by others or for acts that were in compliance
with all applicable laws at the time they:were performed. Failure to comply with these laws and
 regulations may result in'the-imposition of administrative, civil and criminal penalties.

' - *While management believes that the Company’s -‘operations are in substantial
compliance with existing" requirements of governmental bodies, the Company’s ability  to
conduct continued operations is subject to satisfying. applicable regulatory -and permitting
controls. The Company’s current permits and authorizations and ability to get future permits and
authorizations may. be. susceptible, on.a going forward basis, to increased scrutiny, greater
complexity resulting in increased costs or delays in receiving appropriate authorizations: = - -

' * vl
H

[ i :

The Company’s Board of Directors has adopted resolutions to form an
Erivironmental Response Policy and Emergency Action:Response Policy Program. A plan was
adopted which provides for the erection of signs at-each-well and at strategic locations along the
pipeline containing telephone numbers of the'Company's office. A list is maintained at the
Company's office and at the home of key personnel.listing phone’ numbers for fire, police,
emergency services and Company employees who will be needed to deal with emergencies.

The foregoing is only a brief summary of some of the existing environmental
laws, rules and regulations to which the Company's business operations are subject, and there are
many ‘others, ‘the effects 'of which could have -an.adverse.impact on the Company. Future
legislation in this area-will no doubt be enacted and revisions will be made in current laws..-No
assurance can be given as to what affect these present and future laws, rules and regulations will

-have on the Company's current and future operations. ... .+ - : : ' '

[ A s - L N Yoy

Research and Development =~ .

¥ .+ The Company has not expended.any material. amount - in research” and
development activities during the last two fiscal years. The Company,. however, spent
substantial amounts in 2006 for the acquisition of seismic data relating to the Company’s Kansas
Properties and for three dimensional analysis of the acquired-seismic data for the purpose of
determining drilling targets with the maximum likelihood of being commercial producers of oil

when drilled. - * - . : L . C o

B . . . : o
' o T ' P e . St o

Number of Total Employees and Number of Full-Time Employees -

The Company -presently has twenty-five full time émployees -and-one part-time
employee.” e S A 2 : g S

- - f g v

Executive Officers of the Registrant

Identification of Executive Officers . - . . -~

! [ '
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The following table ‘sets -forth the 'names of all current executive officers of the
Company. These persons will serve until their successors are elected or appointed and quahf ied,
or thelr prior resignations or terrnmatlons

\

. . ) 4
i oLt b ’ 0 et . ¥ '

._-1'

Name S I L NP A ,'JPositions Held . . - " & Date of Initial Electmn :
L et W e » .+ . . orDesignation . :
Jeffrey R-Bailey . . . . Chief Executive Officer’ = » . . 6/17/02 .*: Lo
2306 West Gallaher Ferry ; . - . % 0 v e et e e e
Knoxville, TN-37932 L Lo T U R g "
Cary V. Sorensen =~ Vice-President; 7/9/99 . s e
5517 Crestwood Drive General Counsel; '
Knoxville, TN 37914 .. . Secretary =~ ., = = « - . toe
R T T . s S
. o e v .12/14/98 L o

Mark A Ruth S o ChlefFlnam:lal Ofﬂcer R T S PR,
9400 chkoryKnollLane S - N SR AT S U AT
Knoxvrlle TN37931 T T T T
RobertM Carter DU : President; Tengasco . - .« 6/1/98
760 Prince George Parish Drlve .. Pipeline Corporation+ . .+ . - 700~ s
Knoxville, TN 37931, _, R . s . PR R

AT S STV T N T AR

Business Experience2

E Cary V. Sorensen s+ 58 years old He is a. 1976 graduate of: the University of
Texas School of Law.,and has undergraduate. and graduate. degrees form North TexasState
University and Catholic University. in Washington, D.C.. .Prior to joining,the Company ,in July
1999, he had been continuously engaged in: the practice of law in Houston; Texas relating to, the
energy industry since 1977,.both in private law firms and a corporate law department,.serving for
seven. years as senior. counsel with the litigation department .of-Enron. Corp. before entering
private practice in June, 1996. He has. represented virtually all of ithe major oil companies
headquartered in Houston and all of the pipeline and other operating subsidiaries of. Enron Corp.,
as well as local distribution companies and electric, utilities in: a .variety 1of litigated yand
administrative cases before state and federal courts and agencies in nine states. These -matters
involved gas contracts, gas marketing, exploration and production disputes involving royalties or
operating interests, land titles, oil pipelines and gas pipeline tariff matters-at the state-and federal

. ." . 1 ‘:’ N S ,‘-.:. .,

b Mr Balley is also a drrector of the Company L ’ . '
2 The background and business experience of Jeffrey R. Balley is mcorporated by reference from the secnon
entitled “Proposal No. 1% Election of Directors” in the Company’s Proxy Statément for the Company 2006 Annual -

Meeting of Stockholders.
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levels, and general operation and regulation of interstate and intrastate gas pipelines. He has
served as General Counsel of the Company since July 9, 1999. . R :

f

Mark A. Ruth is 48 years old. He is a Certified Public Accountant with 24 years
accounting experience. He received a B.S. degree in accounting with honors from the University
of Tennessee at Knoxville. He has served as a project controls engineer for Bechtel Jacobs
Company, LLC; business manager and finance officer for Lockheed Martin Energy Systems;
settlement department head and senior accountant for the Federal Deposit Insurance Corporation;
senior financial analyst/internal auditor for Phillips Consumer Electronics Corporation; and, -as
an auditor for Arthur Andersen and Company. On December 14, 1998 he became the Company’s
Chief Financial Officer. oL , ‘ PR

Robert M. Carter is 70 years old. He attended Tennessee Wesleyan College and
Middle Tennessee State College between 1954 and 1957. For 35 years he was an owner of Carter
Lumber & Building Supply Company and Carter Warehouse in Loudon County, Tennessee. He
has been with the Company since 1995 and during that time has been involved in-all phases. of
the Company's business including pipeline construction, leasing, financing, and the negotiation
of acquisitions. Mr. Carter was elected Vice-President of the Company” in March, 1996, as
Executive Vice-President in April 1997 and on March 13, 1998 he was elected as President of
the Company. He served ‘as President of the Company until he resigned from ‘that position on
October 19, 1999. On August 8, 2000 he again was elected as President of the Company and
served in that capacity until July 31, 2001. He has served as President of Tengasco Pipeline
Corporation, a wholly owned subsidiary of the Company, from June 1, 1998 to the present.

Code of Ethics

The Company's Board of Directors has adopted a Code of Ethics that applies to -
the Company's financial officers and executive officers;-including its' Chief Executive Officer
and Chief Financial Officer. The Company’s Board of Directors has'also adopted a Code.of
Conduct and Ethics for Directors.Officers and Employees. A copy of these codes can be found
af the Company's internet website at: www.tengasco.corh. The Company intendsto disclose any
amendments to its Codes of Ethics, and any waiver from a provision of the Code of Ethics
granted to the Company's+ President; Chiéf Financial Officer or persons. performing similar
functions, on the  Company's internet website within five business days following such
amendment or waiver. A copy of the Codes of Ethics can be obtained free-of charge by writing
to: Cary V. Sorensen, Secretary, Tengasco, Inc., 10215 Technology Drive, Suite 301, Knoxville,
TN 37932. o e : :

! R .. i i

Available Information

B

The Company is a reporting company, as that term is defined under the Securities
- Acts, and therefore files reports, including Quarterly Reports on Form 10-Q and Annual Reports
on Form 10-K such as this Report, proxy information statements and other materials with the
Securities and Exchange Commission (“SEC”). You' may 'read'kand copy_lany: materials the
Company files with the SEC at the SEC’s Public Reference Room at 450, Fifth Street, N.W,,
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Washingion D.C. 20549 upon payment of the préscribed fees. You may obtain information on
the operatlon of the Public Reference Room by catling the SEC at 1-800-SEC-0330. L
, , ' .

o In addmon the Company is an. electronlc f' ler. and ﬁles its . Reports and
information with the SEC through the SEC’s Electronic Data Gathering, Analysis and Retrieval
system (“EDGAR”). The SEC maintains a Web site that contains reports, proxy and information
statements and other information regarding issuers that file electronically through EDGAR with
the SEC, including all of the Company’s filings with the SEC.. The address of such site is
http://werw.sec.gov. S o B '

'\ ' o [ B . ‘ ! S
The Company $ webs1te 1s located at http [www. tengasco com. Under the
“Finance”, section of the website, you may access, free of charge the Company’s Annual Report
on Form, 10-K, -Quarterly Reports on Form 10-Q, Current Reports on Form:8-K, Section 16
filings (Form 3, 4 and 5) and any amendments to those reports as reasonably practicable after the
Company electronically files such -reports withithe SEC.-The information contained on the
Company’s website is not part of this Report or any other report filed with the SEC. . '

-
4
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ITEM 1A. = RISKFACTORS. . ... . . = .. o

#i+- . In-addition to the other information included in this Form 10-K; the following risk
factors should be considered in evaluating the Company’s business and future prospects. The
risk factors described below are not necgssarily exhaustive and you are encouraged to perform
your-own investigation with respect to.the Company and its business. You should also read the
other information included in this Form 10-K; including the, financial statements and related
notes. : : :

The Company has a History of Significant Losses

T4,

During the. early stages of: the development 'of its ot and gas business the
Company has had a history of significant losses from operations, in partlcular its development of
the Swan Creek Field, and has an accumulated deficit of $30,156,132 as of December 31, 2006,
Although management has.substantially reduced its cash operating expenses, these losses have
had a material adverse impact on the operations of: the Company’s business. The Company_ has
been profitable in 2005 and 2006. However, in_the event the Company experiences losses in the
future it may curtail the. Company’s development activities or force the Company to sell some of
its assets in an untimely fashion or on less than favorable terms. :

The Company’s Credit Facility with Citibank
Texas, N.A. is Subject to Variable: Rates of Interest,
Which Could Negatively Impact the Company. -

- . .o .
Borrowings under the Company’s credit facility with Citibank Texas, N.A. are at
variable rates of interest and expose the Company to interest rate risk. If interest rates increase,
the Cornpany’s debt service obligations on the variable rate indebtedness would increase even

15




though the amount borrowed remained ‘the same, and its net income and cash -flows would
decrease. The Company’s‘credit facility agreement contains.certain financial covenants based on
the Company’s performance. If the Company’s financial performance results in any of these
covenants being violated, Citibank may choose to' require repayment of the outsianding
borrowmgs sooner than currently requtred by the agreement Lo

. Y ' v .

o Declines In Oil or Gas Prices Will Materially -~ -+~ .

Adversely Affect the Company’s Revenues.

The Company’s future financial condition and results of operations will depend in
large part upon the pnces obtainable for'the Company’s oil and natural gas productton and the
costs of finding, acquiring, developing and producing reserves. Prices for ‘il and natural gas are
subject to fluctuations ‘in response to relatively minor changes in supply, market uncertainty and
a variety of additional factors that are beyond the: Company s control. - These factors include
worldwide political instability (especially in the Middle East and other ‘oil- producing - régions),
the foreign supply of oil and gas, the price of foreign imports, the level of drilling activity, the
level of consumer product demand, government regulations and taxes, the price and availability
of alternative fuels and the overall economic environment. A substantial or extended decline in
oil or gas prices would have a material adverse effect on the Company’s financial position,
results of operations, quantities of oil and gas that may be economically produced, and access to
capital. Oil and natural gas prices have historically beenand are likely to continue to be volatile.
This volatility makes it difficult to estimate with precision the value of producing properties in
acquisitions and to+budget and project ‘the return on exploration and development projects
involving the’ Company’s oil and gas -properties. In. addition, unusually volatile prices often
disrupt the market for oil and gas properties,-as buyérs-and sellers have more difficulty agreemg
on the purchase price of properties. B

Risks In Rates Of Oil and Gas Production, - - .
Development Expenditures, and Cash Flows May
Have a Substant:al Impact on the Companv s Fmances

Projecting the effects of commodity prices on productlon and timihg of
development expenditures include many factors beyond:the’ Company’s control.: The future
estimates of net cash flows from the Company’s proved réserves and their ‘present value ate
based upon various assumptions about future productlon levels, prlces and costs that may prove
to be incorrect over time. Any-significant variance from assumptions could result in the actual
future net cash flows being materially different from.the estimates which would have a
significant impact on the Company’s ﬁnan(:lal position.

) . t T . ) 1

The Company’s Oil and Gas Operations - SR
Involve Substantial Costs and are Subject S -
to Various Economic Risks.
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The Company’s oil and gas operations are subject to the economic risks typically
associated with exploration, development and production activities, including' the necessity of
signiticant expenditures to locate and acquire new producing properties and to drill exploratory
and developmental wells. In conducting exploration and development activities, the presence of
unanticipated préssure or irregularities in formations, miscalculations or accidents may cause thé
Company’s exploration, ‘development and production activities to be unsuccessful: This could
resultin a-total loss of the Company’s investment in such well(s) or propeity. -In addition, the
cost and timing of drilling, completing and operating wells is often uncertain. + -. =~ - =

Shortages of Oil Field Equipment, Services and

Qualified Personnel Could Adversely Affect the -

Company’s Results of Operations, _

- The demand for qualified and experienced field personnel to drill wells and
conduct field operations, geologists, geophysicists, engineers and other professionais in the oil
and natural gas industry can fluctuate significantly, often in correlation with oil and natural gas
prices, ‘causing periodic shortages. The Company does not own;any drilling rigs and.is dependent
upon third parties to"obtain and provide such equipment as needed for the Company’s drilling
activities. There have also been shortages of drilling rigs and other equipment as oil prices rise
and as a result the demand for rigs and equipmentincreased along with the -number of wells
being drilled. These factors. also cause significant increases in costs for equipment, services and
personnel. Higher oil and natural-gas pricés generally stimulate increased demand and result in
increased prices for drilling rigs, crews and associated supplies, equipment and services. These
shortages or price increases could adversely affect the Company’s profit margin, cash flow, and
operating results or restrict the Company’s ability to drill wells and conduct ordinary operations.

The Company’s Failure to Find or Acquire Additional® .. ;-
Reserves Will Result in the Decline of the Company’s

-Reserves Materiallv From Their Current Levels.
' : . ) ' ' ' Lo [ . [

* The rate-of production from the Company’s Kansas oil and Tennesse¢ oil and
natural gas properties generally declines as reserves are depleted. ‘Except to the extent:that the
Company acquires additional properties containing * proved- reserves, conducts successful
exploration and development drilling, or successfully applies new technologies or identifies
additional behind-pipe zones or secondary recovery reserves, the Company’s proved reserves
will decline maternially as production from these properties continues. The Company’s future oil
and natural gas production is therefore highly dependent upon the level of success in acquiring-or
finding additional reserves or other alternative sources of production.

" . v 1 .

. * In addition, the Company’s drilling for oil-.and natural gas may “involve
unprofitable efforts not only from.dry wells but also from wells that are productive but do not
produce sufftcient net reserves to be commercially profitable after deducting drilling, operating,
and other.costs. In addition, wells that are profitable may not achieve a targeted rate of return!
The Company relies ‘on seismicdata and other.technologies .in-identifying prospects.and in
conducting exploration activities. The seismic data and other technologies: used do-notrallow
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them to know conclusively prior to drilling a well whether oil or natural gas 1s present or may be
produced economically. . . .o
v, S 1 L L r

. . The ultimate cost of drilling, completing and operating a well can adversely affect
the economics of a project. Further drilling operations may be curtailed, delayed or canceled as a
result of numerous factors, including unexpected drilling conditions, title problems, pressure. or
irregularities in formations, equipment failures or accidents, adverse weather conditions,
environmental and other governmental requirements and the cost of or shortages or delays in the
availability of drilling rigs, equipment, and services.

7 .
The Company has Signpificant Costs to Conformto -, = .
. Government Regulation of the Oil and Gas Industry. .

The Company’s exploration, production, and marketing. operations are regulated
extenswely at the federal, state and local levels. The Company is currently in compliance with
these regulations. In order to maintain its compliance, the Company has made and .will have to
continue to make substantial expenditures.in its efforts to comply. with the-requirements of
environmental and- other regulations. Further, the oil and gas regulatory environment could
change in ways that might substantially increase these costs. . Hydrocarbon-producing states
regulate conservation practices and the protection of correlative rights. These regulations affect
the Company’s operations and limit the quantity of hydrocarbons it may produce and sell. In
addition, at the federal level, the Federal Energy Regulatory Commission regulates interstate
transportation of natural gas under the Natural Gas Act. Other regulated matters. include
marketmg, pncmg, transportatlon and valuation of royalty payments, ,

The Company also has Slgmficant Costs
Related to Environmental Matters.

The Company’s operations are also subject to numerous and frequently changing
laws and regulations governing the discharge of materials into the environment or otherwise
relating to environmental protection. The Company owns or leases, and-has éwned or leased,
properties that have been leased for the exploration and production of oil and gas and these
properties and the wastes disposed on these properties may be subject to the Comprehensive
Environmental Response, Compensation and Liability Act, the Oil Pollution Act of 1990, the
Resource Conservation and Recovery: Act, the Federal Water Pollution Control Act and.similar
state laws. Under such laws, the Company could be required to remove or remediate wastes or
property contamination. Co R ' C. '

Laws and regulations protecting the environment have generally become more
stringent and, may in some cases, impose “strict liability” for environmental damage. Strict
liability means that the Company may be held liable for damage without regard to whether it was
negligent or otherwise at fault. Environmental laws and regulations may expose the Company to
liability for the conduct of or conditions caused by others or for acts that were. in compliance
with all applicable laws at the time they were performed. Failure to comply with these laws and
regulations may result in the imposition of administrative, civil and criminal penalties.
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The Company’s ability to conduct continued operations is subject to satisfying
applicable regulatory and permitting controls. . The Company’s. -current permits and
authorizations and ability to get future permits and authorizations may be susceptible, on a going
forward basis, to increased scrutiny, greater complexlty resultmg in increased costs or delays in
receiving appropnate authorizations. : :

. Insurance Does Not Cover All Risks. ; I o,

Exploration for and production of oil and natural gas and the Company’s
transportation and other activities can be hazardous, involving unforeseen occurrences such as
blowouts, cratering, fires and loss of well control, which can result in damage to or destruction of
wells or production facilities, injury to persons, loss of life, or damage to property or to the
environment. Although the Company maintains insurance against certain losses or liabilities
arising from its-operations in accordance with customary- industry practices and in amounts that
management sbelieves to be prudent, insurance is not avallable to- the Company agamst all
operatlonal risks. . AR . S Ca ‘

.+ - The Company’s Methane. Extraction from Non-conventional Reserves
. .« Operations Involve Substantial Costs and are Subject S g
to Various Economic, Operational, and Regulatory Risks. . : '

The Company’s operations in projects involving the extraction of methane gas
from non-conventional reserves such a$ landfill gas streams, require investment of substantial
capital and are subject to the risks typically associated with capital intensive operations,
including risks associated with the availability of financing for required equipment, construction
schedules, air and water environmental permitting, and locating transportation:facilities and
customers for the products produced from those operations which .may delay or prevent startup
of such projects.  After startup of .commercial operations; the presence of unanticipated
pressures or irregularities in constituents of the raw materials used in such projects from tinie to
time, miscalculations or accidents may cause the Company’s project activities to be
unsuccessful. Although the technologies to be utilized in such projects is believed to be effective
and economical, there are operational risks in the use of such technologies in the-combination to
be utilized by the Company as a result of both the combination of. technologies and the early
stages of commercial development and use of such technologies for methane extraction from
non-conventional sources such as those to be used by the Company. These risks could result in a
total -or partial loss of the Company’s investment in-such projects. The economic risks of such
projects include the marketing risks resulting from price volatility of the methane gas produced
from such projects ‘which is similar to the price volatility of natural gas. These projects are also
subject to-the 'risk that'the prodicts manufactured may not be accepted for transportation.in
common carrier. gas tranSportation facilities although the products meet specified requirements
for such transportation, or may.be accepted.on such terms that reduce the returns of such projects
to'the Company. - These projects are-also subject to the risk that the product manufactured may
not be accepted by purchasers thereof from time to time and the viability of such projects would
be dependent upon the Company’s ability to locate a replacement market for physical delivery of
the gas produced from the project.
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“The Company is Not Competitive with
Respect to Acuisitions or Personnel. o et T

L The oil and gas busmess is highly competitive. In seeking any suitable oil and gas
properties for acquisition, or drilling rig operators and related personnel and equipment, the
Company is a small entity with limited financial resources and may not be able to compete with
most other companies, including large oil and gas companies and other independent operators
with greater financial and technical resources and longer history and experience in property
acqu1smon and operatnon ' -

1 -

The Company Depends on Key Personnel,
Whom it May Not be Able to Retain or Recru:t

Jeffrey R. Balley, the Company’s Chief Executlve Officer, other members of
present management and certain Company employees have substantial expertise in the areas of
endeavor presently conducted and to be engaged in by the Company. To the extent that their
services become unavailable, the Company would be required to retain other qualified personnel.
The Company does not know whether it would be able to recruit and hire qualified persons upon
acceptable terms. The Company does not malntam “Key Person insurance for any of the
Company’s key employees. - .

The Company’s Operations are Subject to =
Changes in the General Economic Conditions:

Virtually all of the Company's operations are subject to the risks and uncertainties
of adverse changes in general economic conditions, the outcome of pending and/or potential
legal or. regulatory proceedings, changes in environmental,.tax, labor and other laws and
regulations to which the Company is subject, and the condttlon of the capital markets utilized by‘
the Company to.-finance its operatlons .

-

‘. Being a Public Company Significantly Increases g
- the Company’s Administrative Costs. ‘ ‘

»  The Sarbanes-Oxley Act of 2002,-as well as rules subsequently implemented by
the SEC and listing requirements. subsequently adopted by the American Stock Exchange in
response to Sarbanes-Oxley, have.required changes in corporate governance practices, internal
control policies and audit committee practices of public companies. Although the Company is a
relatively small public company these rules, regulations, and requirements apply to the same
extent as they apply to all major publicly traded companies. As a result, they have significantly
increased the Company’s legal, financial, compliance and administrative costs, and have made
certain other activities more time consuming and costly, as well as requiring substantial time and
attention of our senior management. The Company expects its continued compliance. with these
and future rules and regulations to continue to require significant resources. These new. rules and

" \
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regulations also'may make it ‘more difficult and more expensive forthe Company to obtain
director and -officér. liability insurance in the future, and could make it more difficult for it to
attract and retain qualified. members for the Company s Board of D1rectors partlcularly to serve
on its audit commlttee L S R : .
! P Lo e o ’ -
' ."The Company’s Chalrman of the Board Benefiually Owns oot Ce
a Substantial Amount of the Company’s Common Stock * ' - *©
~ and Has Slgmficant Influence over the Company’s Business. **

-yt R B 1, [ Lo ] 4

Peter E. Salas, the Chairman of the Company’s Board of Dlrectors is the sole
shareholder and controlling person of Dolphin Management; Inc., the general partner of Dolphin
Offshore Partners, L.P., which is the Company’s-largest shareholder. At December 315 2006, Mr.
Salas, directly and through. Dolphin owned 21,057,492 shares of the Company’s common stock
and had options granting him the right to acquire: an' additional 50,000 sharés. of:common stock!
His ownership and voting control over approximately 36%- of -the. Company’s' common stock
gives him significant influence on the 6utcome of -corporate transactions .or' other matters
submitted to the Board -of Directors or sharcholders for. approval, mcludmg mergers
consolidations and the sale of all -or substantlally all of the Company s assets.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
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Property Locatlon, Fac:lltles, Slze and Nature of Ownership' Wy .
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" The Company leases its prmmpal executive offices, consisting of approximately
4 607.square feet located at 10215 Technology Drive, Suite 301, Knoxville; Tennessee ata rental
of $5 279 per month and an ofﬁce in Hays Kansas at a rental of $500 per month. -

Although the COmpany does not. pay taxes on-its Swan Creek leases, 1t pays ad-
valorem taxes on its Kansas Properties.” The Company has general llablllty insurance for its
Kansas and Tennessee Properties. - : LT e

>

! KansaS'PropertieS'- ' e ! . R

The Kansas Properties as of December 31, 2006 contamed 138 leases totaling
27 837 acres in the vicinity of Hays, Kansas. The increase in the total volume of acreage of the
Company’s Kansas Properties from 15,875 acres at the end of 2005 is primarily due to the
Company’s plans to focus its drilling and exploration activities in Kansas and to expand its
interests in this area. Accordingly, in the second quarter of 2006, the .Company leased
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approximately 3,800 acres in, Trego County, Kansas; in the third quarter the Company leased
approximately 2,800, acres in.Rooks County, Kansas; and, in, October .2006, -the. Company
acquired one -of its largest contiguous lease blocks containing approximately. 5,490 acres in
Russell and Ellis Counties, Kansas. The terms on the Company’s original leases in the Kansas
Properties were from 1 to 10 years. Most of these leases, however, are still in effect because they
are being held by production.:The leases provide for a landowner royalty of 12.5%. Some wells
are subject to an overriding royalty interest from 0.5% to 9%. The Company maintains a 100%
working interest in.most of its older wells and any.undrilled acreage in Kansas. The terms for
most of the Company S newer leases in Kansas are from three to five years

vt By April 2006, the Company had drilled the last two wells of its Eight Well
Program thereby completing its drilling obligations under that Program. As stated in"Item 1 of
this. Report, the Company has a-19% working interest in the eight wells in that Program and the
Company’s- former Series. A shareholders retain the remaining 81% working interest in those
eight wells. However, under the terms of the Eight Well Program, once the- former Series+A
shareholders participating in that Program receive cash flow from their working interest equaling
80% of the face value of the Series A Shares they exchanged for their, interests in the Program,
thereafter, for the balance of the time those wells remain productive, the Company will receive
85% of the cash flow from the 81% working interest as a management fee and the Series A
shareholders will receive the other 15% of the cash flow from their 81% working interest.

During the period from January to June 2006, the Company drilled four adclmonal
wells in its Twelve Well Drilling Program on its Kansas Properties bringing the total number of
wells drilled in that Program to six. Under the terms of the Twelve Well Program, Hoactzin
Partners, L.P. (“Hoactzin”) is to retain a 94.3% in the wells drilled in that Program with the
Company retaining the remaining 5.7% working interest in that Program. See, “Item 1 - Business
- The Kansas Properties.” On June 29, 2006, the Company used $1.393 million of the proceeds
of a $2.6 million loan it received from Citibank Texas, N.A. to exercise its option under the
Twelve Well Program to repurchase from Hoactzin the Company’s obligation to drill the final
six wells of the Program. As a result of the exercise of its repurchase option, the Company’s
drilling obligations under the Twelve Well Program have been satisfied and the Program has
been conyerted to.a six well program. Hoactzin will continue to receive proceeds from its 94.3% -
working interest 'in those six wells until such time that it receives an.aggregate -amount of
$999,049, at which time Hoactzin will pay the Company a management fee equal to'85% of the
net revenues attributable to its working interest in the Program for the remaining life of the six
wells. In addition, Hoactzin will receive a six percent (6%) overriding royalty in the six wells in
the Program and the next six wells drilled by the Company in Kansas.

During the last six months of 2006, the Company drilled an additional four wells
in which it has a 100% working interest. Each of these wells are producmg commer01a]
quantmes of oil. : . "

R ) oo . B .
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" Tennessee Properties

. . .
i . . ) . . ' b

; - The Company's Swan Creek leases are on approximately 8,635 acres in Hancock,
Claiborne and Jackson-Counties in Tennessee. The decrease in the total volume of acreage of the
Company’s Swan Creek+leases from 19,251 acres at the end of 2005 is primarily due to the
Company not renewing leases that were not in production. The mmal terms of the Company 5
Swan Crt,ek leases vary from one to five years. con . '

B : B . .
Working interest owners in oil and gas wells in which the Company has working
intérests are entitled to market their respective shares of production ‘to purchasers other than
purchasers with whom the Company has contracted. Absent such contractual arrangements being
made by the working interest owners, the Company is authorized but is not required to provide a
market. for oil or gas-attributable to working interest owners® production.s At this time, the
Company-has not agreed to market gas for any working interest owner to customers other than
customers of the Company. If'the Company were to agree.to market gas for working interest
owners to customers other than the Company’s customers, the Company would have to agree, at
that time, to'the terms of such.marketing arrangements and it is-possible that as-a result' of such
arrangements, the Company’s'revenues from such production may be correspondingly reduced:
If the working interest owners make their own arrangements to market their natural gas to other
end users along the Company’s pipeline, such gas would be transported by TPC at published
tariff rates.. The .current published tariff rate is'for firm transportation at a demand or
*reservation” charge ‘of five cents per MMBtu per day plus a commodity charge of $0.80 per
MMBuu. If the working interest owners do not market their production, either independently or
through the'Company, then their interest will be treated as not yet produced and'will be balanced
either when marketing arrangements are made by such working interest'owners or when the well
ceases to produce in accordance with customary industry practice.
. - . \ . . Y .

Reserve Analyses » o ' e
LaRoche Petroleum Consultants, Ltd. (“LaRoche™)  of Houston,  Texas 'has
performed reserve analyses of all the Company’s productive leases..LaRoche and its employees
and its registered petroleum engineers have no interest in the Company, and performed these
services at their standard rates. -The net reserve values used hereafter were obtained from a
reserve report dated February 9, 2007 (the “Report”) prepared by LaRoche as 'of December 31,
2006.
The Report indicates the Company’s “TOTAL PROVEN ALL CATEGORIES” reserves
for the Company as of December 31, 2006 to be as follows: net production volumes of 1,712,006
barrels of oil and 1,307 MMCF of gas compared to 1,374,463 barrels of oil and 4,763 MMCF of
gas reported by the Company as of the end of 2005 in-its Annual report on Form 10-K for that
year.
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The pre-tax present value discounted at 10% (PV10) as of December 31, 2006 is
stated to be $26,469,192. The Report indicates the “proven developed producmg reserves for
the Company as.of December 31, 2006 to be as follows: net production volumes of 1,358,532
barrels of oil and 1,265 MMCF of gas compared to 1,091,135 barrels.of oil and 2,814 MMCF of
gas as reported by the Company at the end of 2005., The pre-tax present value discounted at,10%
(PV10) as of:December 31,.2006 is stated to be $20,962,018. The increase in oil reserves from
2005 to 2006 is reflective of the Company’s increased drilling: activities in Kansas in 2006,and
future drilling plans for 2007. The decrease in gas reserves from 2005 is due primarily to the
Company’s -determination not to drill any new wells in its Swan Creek ‘Field and the substantial
drop in the price used to calculate the gas reserves from $11. 54 per Mcf in 2005 to $8.33 per Mcf
in 2006. . S 4 : T e

In substance the Report used estimates of oil; and gas, reserves based upon
standard petroleum engineering methods which include productlon data, decline. curve analysis,
volumetric calculations, -pressure history, analogy, various: correlations- and' technical factors.
Information for this purpose was obtained from owners of interests ,in the areas involved, state
regulatory agencies, commercial services, outside operators and files of LaRoche. The net
reserve values in the Report were adjusted to take into account the working' interests that -have
been sold by the Company in various wells.. - -, . . : :

The Company beheves that the reserve ana1y51s repons -prepared by LaRoche for
the Company’s Kansas and Tennessee Properties provide an-essential; basis.for review and
consideration of the. Company’s producing properties by all potential industry partners and all
financial institutions across the country. It is standard in the.industry for reserve analyse s such
as these to be used as, a basis for ﬁnancmg ofi dnllmg costs. . el

The Company has not ﬁled the Report prepared by LaRoche or any other reserve
reports with any Federal authority or agency other than the SEC. The Company, however, has
filed the information in the Report of the Company’s reserves with the Energy Information
Service of the Department of Energy in.compliance with that agency’s statutory function of
surveymg oil and gas reserves nationwide. . : :

, The term "Proved 011 and Gas Reserves is deﬁned -in Rule 4 10(a)(2) of'
Regulatlon S-X promulgated by the SEC as follows: ‘

2. Proved oil and gas réserves. Proved oil and gas reserves are the
_ estimated quantities "of* crude "oil, natural gas, and natural gas .
i liquids which- geological .and engineering data demonstrate with
reasonable certainty to be recoverable in future years from known
reservoirs under existing economic and operating conditions, 1.e.,
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prices and costs as of the date the estimate is made. Prices include
consideration of changes in existing prices provided only by
contractual arrangements, but not on escalations based upon future
conditions.

1. Reservoirs are considered proved if ecohorhic producibility
is supported by either actual production or conclusive formation
test. The area of a reservoir considered. proved. includes (A) that
portion delineated by drilling and defined by gas-oil and/or oil-
water contacts, if any, and (B) the immediately adjoining portions
not ‘yet drilled, but which can be reasonably judged as
economically productive on the basis of available geological and
engineering data. In the absence of information on fluid contacts,
the lowest known structural occurrence of hydrocarbons controls
the lower proved limit of the reservoir.

ii. Reserves which can be produced economically throuéh
application of improved recovery  techniques (such as; fluid

- injection) are included in the proved classification when successful
testing by a pilot project, or the operation of an installed program
i the reservoir, provides support for the engiﬁeering analysis on
which the project or program was based.

1l Estimates of proved reserves do not include the following:
(A) oil that may become available from known reservoirs but is
classified. separately as indicated additional reserves; (B) crude oil,
natural gas, and natural gas liquids, the recovery of which is
subject to reasonable doubt because of uncertainty as to geology,
reservoir characteristics, or economic factors; (C) crude oil, natural
gas, and natural gas liquids, that may occur in undrilled prospects;
and (D) crude oil, natural gas, and natural gas liquids, that may be
recovered from oil shales, coal, gilsonite and other such sources.

Produc ion

. The following tabies summarize for the past three fiscal years the-volumes of oil
and gas produced the Company’s’operating costs and the Company’s average sales prices for its
oil and gas. The information 1nc|udes volumes produced to royalty interests or other partles
working interest. . |
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' L KANSAS .
Year Ended | Production . Cost of - Average Sales Price
December Production -
31 (per BOE) :
Oil Gas . Oil . . | Gas
(Bbl) (Mch)* (Bbl) | (Per Mcf)
2006 179,556 -0- $13.05 $56.69 -0-
2005 128,765 20,729 $15.33° $53.48 $5.02
2004 115,701 261,455 $13.62 $39.41 $4.86
Y TENNESSEE
Year Ended | Production Cost of -Average Sales Price
December . Production .
31 {per BOE)
Oil Gas. . Oil Gas
(Bbl) (Mcf) . . (Bbl) (Per Mcf)
2006 9,633 138,078 $14.97° $54.81. $8.33
2005 10,818 183,400 $18.86’ .| $53.90 . $8.74
2004 13,515 223,078 $15.52° $36.57 $6.13

3

. ’ [

A “BOE is a barrel of oil equivalent, A barrel of oil contains approximately 6 Mcf of natural gas by heating
content. The volumes of gas produced have been converted into “barrels of oil equivalent” for the purposes of ’
calculating costs of production.

¢« Figures in this column:reflect the fact that the Company sold alt of the gas'producing wells on its Kansas
Properties on March 4, 2005 effective as of February 1, 2005. Thus, gas production is only through January 2005.

5 . Although the total cost of production. for the Kansas Properties in 2003 as compared to 2004 remained
relatively constant, the cost per BOE decreased because of the costs related to a back- log of ‘work-overs on wells
performed in 2005.

b Although the total cost of production for the Swan Creek Field in 2006 as compared to 2005 remained
relatively constant, the cost per BOE decreased because of cost control measures implemented by the Company.

? Although the actual total cost of production for the Swan Creek Field in 2005 as compared to 2004
remained relatively constant, the cost per BOE increased because of the decrease in production volumes of oil and
gas.
! Although the actual total cost of production for the Swan Creek Field in 2004 as compared to prior years
remained constant, the cost per BOE increased substantially because of a decrease in production volumes of oil and
gas.
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Oil and Gas Drilling Activities ' R

Kansas - b S .

In 2006, the Company dnlled ten.new wells in Kansas These wells mcluded the
last two wells of the Company’s Eight' Well Program and four wells in the Company s Twelve
Well Program which, as stated above, has now been converted to a completed six well program.
The Company has a 100% working interest in the other four wells drilled in Kansas in 2006. All
wells drilled in 2006 have produced in the aggregate a cumulative total of 25,994 barrels of o1l.

The results of the wells drilled in Kansas as of December 31, 2006 are set out in
 the following table: Unless otherwise indicated the Company has a 100% workmg 1nterest in the
wells.

- _ CUMULATIVE
NAME OF DATE T PRODUCTION TO DATE
WELL COMPLETED (Bbl)
Thyfauli A#4  ° April 17,2006 3,060.00* . o ' L
Croffoot A#9  May 6, 2006 1,837.00 * .
Lowry #2 January 26, 2006 1,432.00 **
Foster A #10 May 24, 2006 3,634.00 **
Oetkin #8 June 6, 2006 6,081.00 ** ‘
DeYoung #6 June 2, 2006 Dry Hole — Plugged ** S
Croffoot C #6 July 26, 2006 . 1,464.00
Dirks #1 " August 29,2006 . 3,993.00
Foster C#1 October 12,2006 | 1,362.00 . . ‘
Croffoor A #10 October 24, 290§ . 3,131.00 . 5
* Part of the Company’s Eight Well Program
b Part of the Company’s Twelve Well Program

The Company continues to pursue incremental production increase where possible in the older

wells, by using recompletion techniques to enhance production from currently producing
intervals,

Tennessee
: - In 2006, the Company. did not drill any new wells in the Swan-Creek Field. The
Company believes that drilling new gas wells in the Field will not contribute to achieving any
significant increase in daily gas production totals from the Field. As a result, the Company does
not have any plans at the present time to drill any new gas wells in the Swan Creek Field.

‘. [ ‘ r ]
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Gross and Net Wells ‘ . .

The following tables set forth for the fiscal years ending December 31, 2004,
2005, and 2006 the number of gross and net development wells drilled by the Company. The
wells drilled in 2006 refer to the final two wells drilled in‘the Eight Well Program, the final four
wells in the Twelve Well Program as well as four other wells drilled in Kansas in'which the
Company has a 100% working interest. The term gross wells'means the total number of wells in
which 'the Company.owns an interest," while the term net wells means the.sum of the fractlonal

working interests the’Company owns in gross wells. . : . -

oo YEAR ENDED DECEMBER 31 oy v

T e e e 2006 - 12005 - 2004 -

Gross | Net Gross | Net Gross f Net "

Kansas
Productive Wells 9 - 5055 71 09175 1 0.875
Dry Holes 1 .056. 21 0.2163 0 0]
Tennessee IR . - .
Productive Wells 0 0 o 0l 1 0.875|
Dry Holes 0 0 () 0] -~ 0 0} -
Productive Wells L '

The following table sets forth mformatzon regarding the number of productlve
wells in which the Company held a working interest as of December 31,2006. Productive wells
are either producing wells or wells capable of commerc1al productlon although currently shut in
One or more completions in the same bore hole are counted as one well. '

GAS OIL. .

Gross Net Gross Net
Kansas a e 0 0 164 | - .+ 133 S
Tennessee * - o, 21, 16.3 ‘ 4} w35 v

Developed and Undeveloped Qil and Gas Acreage

As of December 31, 2006, the Company owned working interests in the following
developed and:undeveloped oil and gas acreage. Net acres refers to the Company s interest less
the' mterest of royalty and other workmg mterest-owners - '

o !

! N

! . -y

~

'UNDEVELOPED . .. |~

¢ DEVELOPED _

Gross Acres Net Acres Gross Acres | Net Acres |
Kansas 11,767 10,002 15,630 13,285 "
Tennessee 3,120 2,496 5,515 4,825 |
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ITEM 3. LEGAL PROCEEDINGS

‘ The Company 1s not -a party to any- pendmg material lega] proceedmg To the
knowledge of management, no federal, state or local governmental agency is presently
contemplating any proceeding against the Company which would have a result materially
adverse to the Company. To the knowledge of management, no director, executive officer. or
affiliate of the Company or owner of record or beneficially of more than 5% of the Company's
common, stock-1s a, party adverse to the Company or-has a matenal interest adverse,to the
Company in any proceeding. '

ITEM 4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None durmg the fourth quarter of 2006
PARTIL . o . . LD
ITEMS5.. MARKET FOR REGISTRANT’S COMMON EQUITY,
RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES S

T

Market Information

The Company's common stock is listed on the American Stock Exchange
(“AMEX”) under the symbol, TGC. The range of high and low closing prices for shares of
common stock of the Company durmg the fiscal years ended December 31, 2006 and December
31, 2005 are set forth below. :

r vy

¥
jry P

" High  "Low
For the Quarters Ending o S o . _
March 31,2006 .. B IR S e S8 8 042
June 30, 2006 _ : 1.93 1.02 R
September 30, 2006 1.41 071
December 31, 2006 1.05- - 0.70,
March 21, 2005 . ' < L S .08 034 .5 019
June 30,2005 . R . N 028 ' 019
September 30; 2005 L P ...« 0.5] 0.22

December 31,2005 o _—_ o -+ 0.88 0.39 |

‘sl
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Holders ) Coe C o co C SRR
As of March 1, 2006 the number of shareholders of record of the Company's
common stock wa$ 346 and management believes that there are approxrmately 7.316 beneficial
owners of the Company's common stock. - : : ¢
Dividends ‘ R ) C S R .ot
“The: Company did not pay any dividends with respect to the Company’s-common
stock in 2006 and-has no present-plans to declare any further dividends w1th respect to 1ts
common stock. : '

Recent Sales of Unre jlstered Securltles

Durmg the fourth quarter of ﬁscal 2006 the Company 1ssued 22,267 shares of its
common stock pursuant to the exercise of warrants issued by the Company to members of the
plaintiff class as part of the settlement of the action entitled Paul Miller v. M. E. Ratliff and
Tengasco, Inc., United States District Court for the Eastern District of Tennessee, Knoxville,
Docket Number 3:02-CV-644. Those warrants are exercisable for a period of three years from
date of issue at $0.45 per share and are exempt from registration pursuant to section 3(a) (10) of
the Securities Act of 1933, as amended. Any unreglstered equity - .securities that were sold or
issued by the Company-during the first: three quarters’of Flscal 2006 were prev10usly reported in
Reports filed by the Company with the SEC. e B

Purchases of Equity Securities by the Company
and Affillated Purchasers

: Nelther the Company or any of its’ afﬁltates repurchased any of the Company s
equity sécurities during 2006. - v :

Equity Compensation Plan Information

I

See Item 12, “Security Ownership of Certam Beneficial Owners and Management
and Related Stockholder Matters™ for 1nformat10n regarding the Company’s equity compensatlon
plans.

Performance Graph L "

_ The graph below compares the cumulative total stockholder return on’ the
Company’s common stock with the cumulative total stockholder return of (1) the American
Stock Exchange Index and (2) the Standard Industrial Code Index for the Crude Petroleum and
Natural Gas Industry, assuming an investment in each of $100 on December 31, 2001. The
performance graph represents past performance and should not be considered to be an indication
of future performance. '
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COMPARISON OF CUMULATIVE TOTAL RETURN:OF ONE OR MORE AR
COMPANIES, PEER GROUPS, INDUSTRY INDEXES AND/OR BROAD MARKETS

PR L

.

mo s s

‘ —#=TENGASCOINC. —#—SICCODEINDEX — 4 - AMEX MARKET INDEX \

ASSUMES $100 INVESTED O DEC. 3, 2001
ASSUMES DIVIDEND REINVESTED
FISCAL YEAR ENDING DEC.31,2006 - .
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ITEM 6. SELECTED FINANCIAL DATA v T CLN S VPR Y

oL *

The following selected financial data has been derived from the Company’s
financial statements, and should be read in conjunction with those financial statements, including
the related footnotes. |

Year Ended December 31,
2006 2005 2004 2003 2002
Income Statement Data:
Oil and Gas Revenues % $8,896,036 $7,067,790 $6,013,374 $6,040.872 | | §5,437,723
Production Cost and Taxes -] $3,287233 $3,046,460 $3,364,429 $3,412,201 $3.094,731
General and : T
Adshinistrative . _ $1,293,109 $1,322,616 $1,177,183 $1,486,280 $1,868,141
Interest Expense $7168,590 | § 472,655 ¥$1,367,180 $1,120,738 | ~ § 578,039
Net Income/Loss ' $2.141,364 | $1,088,028 | $(1,994,025) | $(3,197:662) | $(3,254,555)
Net Income/Loss Attributable to e
Common:Stockholders . .. - $2,141 364 | . $1,088,028 :4-$(1,994,025) | $(3.451,580) | $(3,661,334)
Net Income/Loss Attributable to
Common Stockholder Per Share 3 .04 $ 021 % 005 $ (029 |$ +(0.26)
N TR . ,
L.
Year Ended December 31,°'
2006 | C 2005 (.. *-- 2004 2003 2002
Balance Sheet Data: - -
Working Capital Surplus L ' .
(Deficit) $ 872,507 | $(1,334,744) | $(6,753,721) | $(10,822,717) | $(7,99¢,833)
0il and Gas Properties, Net | $12,703,629 | $ 9,675,877 | $12,826,903 | § 12,989,443 | $13,864,321
Pipeline Facilities, Net $13,460,667 | $13,994,453 | $14,602,639 | § 15,139,789 | $15,372,843
Total Assets $28,454,338 $25,908,616 | $28209,749 | § 30,604,240.| $32,584,391 |
Long-Term Debt $ 2730534 § 117912 § 1940890 | § 6,256,818 | § 2,006,209
Redeemable
Preferred Stock $ -0- $ 0-1 8 -0-1 % -0-| $ 6,762,218
Stockholders Equity $24,420,205 $21,961,454 | $ 18,349,687 $11,251,871 $14,210,623

No cash dividends have been declared or paid by the Company for the periods presented.
10 On July 1, 2003, the Company adopted the provisions of Statement of Financial Accounting Standards No.
150 under which mandatorily redeemable preferred stock shall be reclassified at estimated fair value to a liability.
Thus, in 2003, it was determined that each of the Company’s series of preferred stock qualifies as shares subject to
mandatory redemption and should be classified as a liability.
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ITEM 7. - MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
' - CONDITION AND RESULTS OF OPERATIONS o

. 4 N '

Results of Operations

+ The Company incurred a net income to holders of common stock of $2,141,364 or
$0.04 per share in 2006 compared to a net income of $1,088,028 or $0.02 per share in'2005 and
compared to a net loss of $( L 994 ,025) or ($0 05 per share) in 2004, : : -

. . The Company realrzed revenues of $9,001,681 in 2006 compared to $7, 172 876
in 2005 and compared to $6,109,474 in 2004." Revenues increased.$1,828,805 from 2005:due
primarily to an increase in oil production in Kansas of approximately 28,871 net barrels of oil
(“bbls”) over 2005 levels. An increase in oil prices accounted for 36% of the increased revenues
in 2006 and the increase in produced volumes accounted for 64% of the increased revenues. The
Company has offset the normal decline curve in its Kansas properties with additional drilling and
well work-overs. The gross volumes of oil of 183,013 bbls would have been approximately
147,000 bbls without additional drilling and well work-overs.. The Company sold 134,164 bbls of
oil in'2005 and 118,088 in 2004. The volume.of'gas sold from the:Swan Creek Field decreased to
138,078 Mcf in 2006 from 183,399 Mcf.in 2005 and the volume of oil sold from Swan Creek
Field decreased to 8,493 barrels in.2006 from 10,388 barrels.in 2005. The decline in volumes of
oil and gas produced in the Swan Creek Field from existing wells is normal for producing wells
and the declines as experienced were not unexpected.' The Company’s gas production in Kansas
inc 2005 was only for the month of January 2005.(20,729 Mcf) as the Company’s Kansas gas
field-was sold on/March 4, 2005 with the buyer’s. productlon ‘being retroactive to February l
2005 The Kansas gas field had.produced 261,446 Mcf of gas in 2004. : A e

Gas prices received for sales of gas from the Swan Creek Field averaged $7.27
per Mcf in 2006, $8.74 per Mcf in 2005, and $6.13 in 2004. Oil prices received for sales of oil
from thé Swan Creek- ficld averaged $60.39 per barrel in 2006, $53.90 per barrel in 2005, and
$36.57-in'2004. Oil prices received for sales of oil in Kansas averaged $60.84 per barrel i 2006
$53. 48 per barrel in 2005 and $39.41. m 2004. - S : :

- The Company S subsrdrary, TPC, had plpelme transportanon revenues of $87 822
in 2006, $94,911 in 2005, and $92,599 in 2004. The decreases in revenues in 2006 and' 2005
from 2004 resulted from the decrease in volumes of gas produced from the Swan Creek Field.
A " [ S ! . ! W
Production costs and taxes in 2006 of $3, 287 233 remamed consistent with levels
in 2005 of $3 046 460 and in 2004 of $3, 364 429.

Depietlon deprecmtlon, and amortlzatlon increased to'$1,911 416 in 2006 from
$l ,605,043 in. 2005 which was a decrease from $2,067,566'in 2004. The increase in 2006 is due
to a change in focus by the Company -toward drilling in Kansas rather than in Tennessee,
therefore removing drilling and development locations in Tennessee. The decrease in 2005 from
2004 levels was due mainly to depletion levels on the Kansas properties in 2004 decreasing in
2005 due to the sale of the Kansas gas field effective February 1, 2005.
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: The Company’s general and administrative costs of $1,293,109.in 2006 remained
generally consistent with 2005 levels of $1;322,616 and 2004 levels of $1,177,183. The 2006
and 2005 costs included non-cash charges related to stock options of $159, 160 and $103,400
respectively. :

Interest expense for 2006 decreased significantly over 2005 and 2004 levels. The
substantial decrease is the result of the payoff in 2004 of the Company’s loans from Bank:One,
N.A. and Dolphin Offshore Partners, L.P. and the conversion in 2004 and 2005 of all ‘the
Company’s preferred stock, which was subject to mandatory redemption, into either interests in a
drilling prograin, common stock or cash payoffs. As-of December 31,2006 the.Company’s only
debt financing are vehicle loans totaling $195,801 and the CitiBank loan of $2,600,000.

P ' o e : . i P i

: .~ The Company’s public relations costs remained :stable .at- $26,037 -for’ 2006,
compared to $30,020 for 2005 and $35,347 for 2004 as the Company continued to apply cost
saving methods in the preparatlon of its annual report and in publishing of press releases.

o Professmnal fees in 2006 were $l73 932 compared to $263,800 in 2005 and

$779,180.in 2004. These fees were greatly reduced in 2005 due to the elimination of outside
counsels’ legal fees following a settlement of Company litigation in 2004. The remaining
professional fees in 2006 relate primarily to audit and engineering services.
. -~ During- 2004, the Company recorded a gain from extinguishment of debt in the
amount of $336,820 from the. Bank One litigation settlement and a gain on disposal of preferred
stock of $458,310. The Company also recorded a loss on sale .of a drilling rig during 2004 of
$107,744. The Company recorded a gain on disposal of Preferred Stock of $655,746 in.2005.

Liguidi tvandCamtal Resources . . - S . Ca

L4

to Management belleves that the Company’s foundatlon for future growth began to
SOlldlfy in 2004. In 2004, all material litigation involving the Company was resolved, eliminating
the substantial ongoing costs and expenses of such litigation. Capitdl restructuring began in
February 2004, when the Company’s rights offering to its then-sharcholders successfully raised
sufficient capital to pay in' full all pre-existing secured debt in the amount of $3.8 million, most
of which had been obtained at relatively.high interest rates. Also in early 2004 certain unsecured
convertible notes entered into in 1998 in the principal amount of $1.5 million were fully paid,
and still other convertible notes entered into in 2002 in the original pnnmpal amount of $650,000
were paid in full in March 2004. '
In December, 2004 the Company completed an exchange offer to the thirteen
holders of all of the Company’s-Series A 8% Cumulative Convertible Preferred Stock (“Series A
Shares”) in the face value of $2,867,900. Seven of the thirteen holders elected the cash exchange
option, and the face value of $l 085,000 of Series A-Shares was exchanged for a cash payment
of$723 369. . : e )
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The Company obtained funds for the exchange from cash on‘hand and the proceeds of a loan
from Dolphin Offshore Partners, L.P. (“Dolphin”) the Company’s largest shareholder. Peter E.
Salas, the Chairman of the Company’s Board of Directors is the sole sharcholder and controlling
person of Dolphin Management, Inc., the general partner of Dolphin. The loan from Dolphin was
in the form of a secured note in principal amount of $550,000.bearing 12% interest per annum.
Five of the thirteen Series A sharcholders selected a drilling program exchange option- and on
December.31, 2004 the face value of $1,582,900 of Series A Shares plus, dividend value of
$31,658 was- exchanged for 6.5 of the eight units-in, an eight well drilling program on the
Company’s Kansas Properties (the “Eight Well Program”). In-December;2005 the last remaining
Series A preferred shareholder exchanged his preferred stock for cash on essentially identical
terms as received by the other Series A owners who had exchanged their shares for cash.

In early 2005, the Company elected to sell.itsigas producmg properties in Rush
County, Kansas-for $2.4 million and to utilize all the -net proceeds of the sale to pay down the
$2.5 million debt to Dolphin incurred. by the Company to fund the settlement of the litigation
with the Company’s former primary lender, Bank One N.A., in May, 2004. This had the effect of
reducing the principal balance of the note evidencing that loan from $2.5 million to $150,000,
correspondingly reducing the high interest payments on that note and reducing the total secured
debt owed by the Company to Dolphin to approximately $700,000 represented by a promissory
note dated May 19 2005, in the pnnc1pal amount of $700,000 to Dolphm (the “$700 000 Note”)

v In August 2005, all of the holders of the Company S Serles B 8% and C 6%
Cumulatlve Convertible Preferred Stock: (the “Series ‘B and Series |C Shares”) in the total
aggregate value,of $5,113,045.39 consisting of face value; dividends, and interest exchanged
their Series B and C shares for cash or for the Company’s common stock. The cash option
exchange provided for a cash payment equal to 66.67% of the face value together with any
unpaid accrued dividends. Holders of -approximately 53.2% of the face value of outstanding
Series B and C Shares selected this option, exchanging preferred shares having an aggregate
value .of $2,721,140.39 for cash payments totaling $1,814,184.30. The Company obtained the
funds for this exchange primarity from proceeds of a loan of $1,814,000 from Dolphin ev1denced
by a secured promlssory note bearing 12% interest (the “$1,814,000 Note”) '

‘The second option offered to the holders of the Serles B and C Shares was to
exchange their Series-B and C .Shares for four.shares of the Company’s common stock for each
dotlar of the face value and unpaid accrued dividends and interest on their Series B and C Shares.
The holders of the remaining aggregate value of $2,391,905 or 46.8% of the Series B and C
shares including Dolphin selected this option. As a resuit, a total of 9,567,620 shares of the
Company’s common stock were issued to holders of Series B and C Shares. Of this total
number, 4,595,040 shares of unregistered common,stock were issued to Dolphin in exchange for
the $1,148,760 in aggregate: value of the Series B shares held by Dolphin. As a result of this
exchange, as of August 22, 2005 the Company no longer had any preferred stockholders and no
further obltgatlons under the Series B and C shares.

35




On October 5, 2005 the Company and Hoactzin Partners, L:P. (“Hoactzin™)

signed an agreement whereby Hoactzin surrendered the $700,000 and $1,814,000 Notes -and
exchanged the Company’s ‘obligation to repay this principal amount of $2.514 million for a
94.275% working interest in a new twelve well drilling program (the “Twelve Well Program™)
on the Company’s properties in Kansas. The Company retained the 5.725%.working interest in
the Twelve Well Program not owned by Hoactzin. The principai of the Notes-exchanged by
Hoactzin represented the funds paid by the Company for the previous exchanges for cash of the
Company’s Series A, B, and C preferred stock. The controlling person of Hoactzin is Peter E.
Salas, the Chairman of the Company’s Board of Directors and the controlling person of Dolphin.
Under the terms of the Twelve Well Program, the Company retained an option expiring March
31, 2006 to repurchase from Hoactzin the obligations to drill the final six wells of the Twelve
Well Program for one half of the principal of notes exchanged by Hoactzin, plus interest on that
amount at 6% per annum unti! the date of any repurchase, plus a 1/16-overriding royalty to
Hoactzin on all wells drilled in the Twelve Well Program. Payout and management fee
calculations would also be adjusted to reflect any reduction to a six well program.
On June 29, 2006 the Company closed a $50,000,000 revolving senior credit
facility between the Company and Citibank Texas, N.A_ in its own capacity and also as agent for
other banks. Under the facility, loans and letters of credit will be available to the Conipany on a
revolving basis in an amount outstanding not to exceed the lesser of $50,000,000 or the
borrowing base in effect from time to time. The Company’s initial borrowing base was set at
$2,600,000. The initial loan ‘under the facility with Citibank closed on June 29, 2006 in the
principal amount of $2.6 million, bearing interest at a floating rate equal to LIBOR plus 2.5%,
resulting in a current rate of interest of approximately 8.2%. Interest only is payable during the
term of the loan and the principal balance of the loan is due thirty-six months from'closing: The
facility is secured by a lien on substantially all of the Company S producmg and non- producmg
~ oil and gas properties and pipeline assets. ‘ : :

On June 29, 2006 the Company used $1.393 million of the proceeds of the $2.6
million loan.to exercise the Company’s option to repurchase from Hoactzin Partners, L.P., the
Company’s obligation to drill for Hoactzin the final six wells of the Company’s Twelve Well
Program. If the Company had not exercised its repurchase option, Hoactzin would have received
a 94% working interest in the final six wells of the Twelve Well Program until payout as
established under the terms of the Twelve Well Program program. However, as a result of the
terms of the repurchase option, Hoactzin will receive only a 6.25% overriding royalty in the next
six Company wells to be drilled, plus an additional 6.25% overriding royalty in the six Program
Wells that have previously been drilled. As a further result of the repurchase, the Twelve Well
Program was converted into a six well program, and because six wells had been drilled by the
Company as-of June 30, 2006 the drilling obligation in this program were satisfied upon exercise
of the repurchase option. Consequeritly, as of June 30, 2006, all well-drilling obligations of the
Company owed to participants have been satisfied as to both the Eight. Well Program (offered to
the former Series A preferred stockholders) and the Twelve Well Program (offered to Hoactzin
and converted to a 6-well program upon the Company’s repurchase of the obligation to drill the
last six wells as described above).
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As of December 31, 2006 all of the obligations:of the Company to drill wells under-the Eight
Well Program and Twelve (now Six) Well program have been satisfied. * Under the terms of
those ‘programs; upon payment to the participants of 80% of the value.invested in the: program
from proceeds from'production, the participants will pay the Company a management fee of.85%
of their proceeds. As to the Eight Well Program, that pointis expected to be,reached in early
2007 resulting in an increase in revenues from these wells to the Company of approximately
$50,000 per month at current volumes and prices. As to the Twelve (now 6) Well Program, that
point is expected to bé reached some time in, 2008 or 2009 dcpendmg upon prices and producnon
levels ex pcrlenced from the wells'in that Program: . : I R I R
. L s — L
As of June 30 2006 the Company had completed a total reworking of its balance
sheets that has been occurring since February 2004. The Company has resolved all major
-. litigation and eliminated the accompanying legal fees. The Company.’s successful rights offering
in' February 2004 raised ‘capital to pay off substantial. debt. The Company also, sold its_ small
block of gas properties in,Kansas obtaining a dollar benefit of high gas prices reflected in the
$2.4 million sales price while simultaneously eliminating the high operating expenses of those
propertics. The Company used proceeds of the gas property sale to further-pay down debt. The
- Company has also met its obligations to all of its preferred stockholders by exchanging their
preferred.stock either for cash, stock, or drilling program interests, and has accordingly cancelled
all of the Series A, B, and € preferred stock. The, Company. has completed all of its well:drilling
obligations 'to the drilling program participants out of its own cash -flow from operations and
without additional borrowing for drlllmg The Company continues to- successfully rework
ex1stmg wells, to drill new oil wells in Kansas and is acquiring additional lease acreage to
increase production and to grow its reserves through the drill bit. All the while the Company
has benefited from the curréntly high commodity prices for oil and gas and.has used higher
prices and increasing production volumes.to conservatively. fuel the reworking of the, balance
sheets and to prepare the Company for those times in‘the future:when commodity prices may not
be as favorable--which is a part.of the business cycle that is well known and. almost universally
expected to some degree as an element of the oil and gas industry. . . ., :

Net cash provided by operating activities for 2006 was $4,353,966 compared to
net cash provided by operating activities of $2,113,763 in 2005. The Company’s net income;in
2006 increased to $2,141,364 from $1,088,028 in 2005. The impact on cash provided by
operating activities was due to the net.income for 2006 and was increased by non-cash depletion,
depreciation, and amortization of $1,863,930 and by non-cash compensation and .services paid
by, insurance of equity instruments of $159,160. Cash flow provided in working capital items in
2006 was $122,152 compared to, cash used in working capital items of $209,601 in 2005. This
resulted 1in 2006 from- decreases. from. 2005 in accounts receivable of $434,565. offset by a
decrease in other accrued liabilities of $25l 327, . . -

| H ; | PERTV
. Net cash provndcd by operatmg activities for 2005 was $2 113,763 compared to
net cash used in operating activities of ($370,137) in 2004. The Company recorded net income in
2005 of $1,088,028 from a net loss of ($1,994,025) in 2004. The increase in the amount of cash
provided in operating activities in 2005 was due to the Company’s net income for 2005 and was
increased by non-cash depletion, depreciation, and amortization of $1,605,043, non-cash
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compensation and services paid by insurance of equity instruments of $103,400 and accretion of
liabilities of $242,008. Cash flow used in working capital items-in 2005 was $209,601 cornpared
to cash.used in working capital items of $913,831 in 2004. This resulted in 2005 -from an
increase-in accounts receivable of $447,653, and an increase in 1nventory of $154 586 offset by
an increase in accounts payable of $277, 458 oo AR . '

.. -+ . Net cash used in mvestmg activities’ amounted to-$4,413, 185 for 2006 compared
to net cash provided by investment activities in the.amount of $2,166,854 for 2005.- The increase
in net cash used in investing activities during 2006-was primarily attributable to an increase in oil
and gas properties of $5, 239 862 offset by a decreased drlllmg program portlon of additional
dnl]mg costs of $1,067,400.

‘ " Net cash prov1ded by mvestmg activities amounted to $2, 166 854 for 2005 .-
compared to net'.cash used in the amount of $876,854 -for 2004. The-net cash provided by
investing activities during 2005 was primarily attributable to the sale of the Kansas properties of
$2,651,770 offset by increase in Kansas oil and gas propertles net of the Kansas drilling
programs pomon of $402 876. ) - - - C.

B ] 1

[

- Net cash” provnded by ﬁnancmg activities mcreased to $167 915 in 2000 from
cash used in financing activities of $4,287,383 in.2005. In 2006 the prlmary sources. of financing
included proceeds from borrowings of $2,732,145 compared to $155,075 in 2005. The primary
use of cash in- ﬁnancmg actlvmes in 2006 was to repay the drlllmg program llablhty of
$2324400 ST : " : ‘ o

Net cash used in financing act1v1tles amounted 1034, 287r 383 in 2005 from net
cash provided by financing activities of $1,202,060 in 2004: In 2005 the primary- use of funds
was repayment of borrowers of $3,182,636, repayment of redeemable liabilities of $4,241,874,
répayment of drilling programs of $1,945,203 offset by proceeds from issuance of common stock
of $2,391,905 and a new drilling program of' $2,514,000 and proceeds from borrowmg of
$155 073.

i . LT !

Crltlcal Accountmg Policies v

. N B ' - ' v L
. The Company prepares its Consolldated Financial Statements in conformity with
accounting principles generally accepted in the United States of America, which requires-the
Company to make estimates and assumptions that affectthe reported amounts ‘of assets and
liabilities and ' disclosures of contingent assets ‘and liabilities at the -date of the financial
statements and the reported amounts of revenues and expenses during the year. Actual résults
could differ from those estimates. The Company considers the. following:policies to-be the most
critical in understanding the judgments that are involved in preparing the Company’s financial
statements and the uncertainties that could impact the Company s results of operatlons financial

condltlonandcash flows: * . b : " ER Co S

38




.. . Revenue Recognition . ’ S
Lt ot . L | i . o U I LT s

: . The Company recognizes revenues based on actual volumes of oil and gas sold
and delivered to its customers..Natural- gas meters are placed at the customers’ location and
usage is billed each month. Crude oil is stored and at the time of delivery to the customers,
revenues are recognized. S c

. Full Cost Method of Acc ountlng . S . . L
e g ; . _
> The Company follows the full cost method of accountmg for 011 and gas property

acquisition, exploration and dévelopment activities. Under this method, all productive and non-
productive.costs incurred in,connection- with the acquisition of, exploration for and development
of oil and gas reserves for each cost center are capitalized. Capitalized costs include .lease
acquisitions, geological and geophysical work, day rate rentals and the costs of drilling,
completing and equipping oil and gas wells. Costs, however, associated’ with production and
general corporate activities are expensed in the period incurred. Interest costs related to unproved
propertigs.and-properties under development are also capitalized to oil and gas properties. Gains
or losses are recognized only.upon sales or dispositions of significant amounts of oil and gas
reserves representing an. entire cost center. Proceeds from .all other sales or dispositions are
treated as reductions to capitalized costs. The capitalized oil and gas property, less accumulated
depreciation, depletion and amortization and related deferred income taxes, if any, are generally
limited to an-amount (the ceiling limitation) equal to the sum of: (a) the present- value of
estimated - future -net‘revenues computed by- applying current prices in effect as of the balance
sheet date {(with 'considefation of price changes only to the extent provided by contractual
arrangements) to estimated future production of proved oil and gas reserves, less estimated future
expenditures:(based on current costs) to be incurred in developing and-+producing.the reserves
usinga discount factor of 10% and assuming continuation of existing economic conditions; and
(b) the. cost of investments in unévaluated properties excluded from the costs being amortized.
No eeilmg write-downs were recorded in 2006,.2005 or:2004. S
o, ' 1455 ' Tobea e

Orl and Gas Reserves/Depletion Depreciatmn ! . T <,

-+ 4 and. Amortization of Qil and Gas Properties . e : SN

v v o .. The capitalized costs of oil.and gas properties, plus estimated future development
costs relating to proved reserves and estimated costs-of .plugging and abandonment, net of
estimated salvage value, are amortized on the unit-of-production method based-on total proved
reserves. The costs of unproved properties are excluded from amortization until the properties
are evaluated, subject to an annual assessment of whether impairment has occurred.
*The Company s proved oil and gas reserves as of December 31, 2006 were
determmed ,by LaRoche Petroleum Consultants, Ltd. Projecting the effects of commodity prices
on production, and timing of: development expendltures includes many factors beyond- the
Company s control. =y S _ ‘ . N g
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The future estimates of net cash flows from the Company’s proved reserves and their present

value are based upon various assumptions about future production levels, prices, and costs that
may prove to be incorrect over time. -Any significant variance from assumptions could result in
the actual future net cash flows being materially‘different from the estimates. - T

N AL ) Coa R O Lo v ‘ ' ! . . ¥

Asset Retirement Obligations ‘

The Company is required to record the effects of contractual -or. other legal
obligations on well abandonments for capping and plugging wells. Management periodically
réviews the estimate of the:timing of the wells’ closure as well as the estimated closing costs,
discounted at the credit adjusted risk free rate of 12%. Quarterly, management accretes the 12%
discount into'the liability and -makes other adjustments to the lability for well retirements
mcurred durmg the perlod v S "2 - X
Recent Accountmg Pronouncements - -

f
St -
" RIS P t

rIn December 2004, the FASB published Statement of F1nanc1a1 Accounting
Standards (SFAS) No. 123 (revised 2004), (SFAS: 123(R)) “'Share Based rPayment”. SFAS
[23(R) established standards for the accounting for transactions in' which an entity. exchanges its
equity instruments for goods or services. SEAS- 123(R) eliminated the -ability to account for
share-based compensation transactions using APB Opinion No. 25-(APBi25); “Accounting for
Stock'Issuedto Employees”, and 'generally required that such transactions be accounted for: using
a.fair-value-based method. This statement'is effective for fiscal years beginning after: June 15,
2005. SFAS 123(R) applies to all awards granted after the required effective date and to awards
modified, repurchased, or cancelled after that date and as a- consequence future employee stock
option grants and ‘other’ stock -based' ‘compensation plans will be recorded as expense over- the
vesting period of the award based on their fair values at the date the stock based compensation is
granted. The' cumulative effect of initially applying SFAS 123(R) is to be recognized as of the
required effective date using a modified prospéctive method."Under-the modified prospective
method the Company recognized stock-based compensation expense from July 1, 2005 as if the
fair value based accounting method had been used to account.for all outstanding unvested
employee awards granted, modified or settled;in prior years. The Company adopted SFAS
123(R) in 2005 and recognized $84,030 in compensatlon expense for options granted in 2005
and $128,197 in 2006..The-.Company will recognize $141,524 in 2007-and 2008 in compensation
expense relating to those options granted in 2005. The ultimate impact on future years results of
operation and ﬁnanc1al position will depend upon the level of stock based compensatlon granted
in ‘future years. " o :

4

i R ' 3

[n July 2006, the FASB issued FASB Interpretation No. 48, "Accounting for
Uncertainty in Income Taxes - an interpretation of FASB Statement 109" ("FIN 48"), which
¢larifies the accounting for uncertainty in tax .positions taken or expected to be taken in a tax
return, including issues relating to financial statement: recognition and measurement. FIN 48
provides that the tax effects from an uncertain tax position can be recognized in the financial
statements only if the position is "more-likely-than-not" to be sustained if the position were to be
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challenged by a taxing authority. The assessment of the tax position is based solely on the
technical merits of the position, without regard to the likelihood that the tax position may be
challenged. If an uncertain tax position meets the "more-likely-than-not" threshold, the largest
amount of. tax benefit that is more than 50 percent likely to' be recognized upor ultimate
settlement with the taxing authority, is recorded. The provisions of FIN.-48 are effective for fiscal
years beginning after December 15, 2006, with the cumulative effect of the change in accounting
principle recorded as an adjustment to opening retained earnings. .Consistent - with the
requirements of FIN 48, we adopted FIN 48 on January 1, 2007. We are currently evaluating the 7
impact of adopting FIN 48 and do not expect the interpretation will have*a ‘material 1mpact on
our results of operatlons or ﬁnanCIal position.

CONTRACTUAL OBLIGATIONS

The following table summarizes the Company s contractual obllgatlons at
December 31, 2006: - SO
Payments Due By Penod

Contractual Ob]iéations Total  Less than 1-3  3-5  More than

' ~ lyear ., years  years SIr)rezIrs
Long-Term Debt Obligations'' - $2,795.801 . - $65267  $2.730,534 . $0-  $:0-.
Capital L ¢ase Obligations - S0 80 80 $0- L $0
-Operating Lease Obligations'? $95,019.  $63,346 $31,673 $-0- - $-0-
Purchase Obligations $-0- $-0- $-0- $-0-  $-0-
Other Long-Term Liabilities ~ *+  §-0- " $-0- ©%0- $-0- $-0-
Towl 52800820 5128613 52762207 $0-  $0-

ITEM 7A. .. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET
. RISKS - o .

C0mmngit;' RlSk

The CorrIpany's major market risk exposure is in the pricing aﬁplicable to ité oil

. and gas production. Realized pricing is primarily driven by the prevailing worldwide price. for

crude oil and spot prices applicable to natural gas production. Historically, prices received for oil
and gas production have been volatile and unpredictable and price volatility is expected to
continue. Monthly oil price realizations ranged from a low of $51.74 per barrel to a high of
$68.82 per barrel during 2006. Gas price realizations ranged from a monthly low of $4.20 per
Mcf toa monthly high of $11.55 per Mcf during the same period. The Company did not enter
into any hedging agreements in 2006 to limit exposure to oil and gas.price fluctuations.

-

noo

See, Note 7 to Consolidated Financial Statements in ltem 8 of this Report." ‘o !
12

See, Note 8 to Consolidated Financial Statements in Item § of this Report.
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Interest.Rate Risk

Coa o

.. At December 31 2006 .the Company had debt outstandmg of approx1mately
$2,795.801 including, as of that date,-$2,600,000 owed-on its credit facility with Citibank Texas,
N. A. The interest rate on the Citibank credit facility is variable at a rate equal to LIBOR plus
2.5%. The Company’s remaining debt of $195,801. has fixed interest rates ranging from 5.5% to
8.25%. As a result, the Company's annual interest costs in 2006 fluctuated based on short-term
interest rates on approximately 93% of its total debt outstanding at December 31, 2006. The
"impact on interest expense atid the Company’s cash flows of a 10 percent increase in the interest
rate on the Citibank Credit facility would be approximately $21,128, assuming .borrowed
amounts under the Citibank credit facility remained at the same amount owed as of December
31, 2006. The Company did not have any open derivative contracts relating to interest rates at
December 31, 2006. '

Forward-Looking Statements And Risk . =

_ Certain statements in this report, .including statements of the future plans,
objectives, and expected performance of the Company, are forward-locking statements that are
dependent upon certain events, risks and uncertainties that may be outside the Company's
control, and which could cause actual results to differ materially from those anticipated. Some of
these include, but are not limited to, the market prices of oil and gas, economic and competitive
conditions, inflation rates, legislative and regulatory changes, financial market conditions,
political and economic uncertainties of foreign governments, future business decisions, and other
uncertainties, all of which are difficult to predict. :

: There are numerous uncertainties inherent in projecting future rates of production
and the timing of development expendltures The total amount or timing of actual future
production may vary significantly from'estimates. Thé drilling of exploratory wells can involve
significant risks, including those related to tlmmg, success rates and cost overruns. Lease and rig
availability, complex geology and other factors can also affect these risks. Additionally,
fluctuations in oil and gas prices, or a prolonged period of low prices, may substantially
adversely affect the Company's financial posmon results of operations and cash flows.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The-financial statements and supplementary data commience on page F- l RIS
ITEMY. CHANGES IN AND DlSAGREEMENTS WITH ACCOUNTANTS oo
' ON ACCOUNTING AND FINANCIAL DISCLOSURE ' e
< ~ On May 31, 2005, the Company engaged Rodcfer Moss & Co, PLLC (“Rodefer
Moss™) of Knoxvnlle Tennessee to serve as its independent registered public accounting firm and
dismissed BDO Seidman LLP (“BDO”). The change in independent registered public accounting
firms was approved by the Audit Committee of the Company’s Board of Directors and reported
on a Current Report on Form 8-K, dated June 6, 2005. BDO audited the Company’s financial
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statements for the year ended December 31, 2004 and for several prior years, and i%odefer Moss
audited. the” financial statements for the. year ended December 31, 2005 as-well as the current
fiscal year ended December 31, 2006. ) _r SR C o

I 1 B
NEI

The Company provided its former accountants BDO Seldman LLP thh a copy
of the 8-K Report referred to above and requested that BDO'furnish it with a letter addressed to
the SEC stating whether or not it agreed with the statements set. forth. in that Report regarding

“BDO. BDO provided the Company with a copy of the letter it.sent to the SEC stating that it had

reviewed. the -disclosure provided in the 8-K Report and it_agreed: with the statements in that
Report regarding BDO Seidman, LLP. . . - e s . :

i o ot L b

Prior to engaging Rodefer Moss as its new independent- audltors, the Company
did not consult with Rodefer Moss regarding (i) the application of accounting principles to a
specified transaction, either completed or proposed; (ii} the type.of. audit opinion that might be
rendered by Rodefer Moss on the Company’s financial statements; or (iii) any other matter that
was the subject of a disagreement between the Company, and its former auditors-as described in
Itern 304(a)(1)(iv) of Regulatlon S5-K or a reportable event as that term is deﬁned in .Item
304(a)(1 (v). y o : ' : CLo

ITEM 9A. CONTROLS AND PROCEDURES . . . o v oo o 7 -

Evaluation of Disclosure Controls and Procedures .- e

The Company’s Chief Executive Officer and Principal Financial Officer, and
other members of management team have evaluated the effectiveness of the Company’s
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)).

‘Based on such’evaluation, the Company’s Chief. Executive Officer and Principa! Financial

Officer have concluded that the Company’s disclosure controls and procedures, as of the-end of

A ' 1 . Lot . . * . v o i .
H - b e ' o * [ B L
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the period covered by this Report, were adequate and effective to provide reasonable assurance
that information required to be disclosed by the Company'in reports that it files or subrits under
the Exchange Act, is recorded, processed, summarized and reported, w1thm the time periods
spe01ﬁed in the SEC’S rules and forms.

1 : . “1

" The effectiveness:of a system of disclosure controls and procedures is subject to
various inherent limitations, including cost limitations; judgments used in decision rnaking,

assumptions about the likelihood of future events; the soundness of internal controls, and fraud:

Due to such inherent limitations, there can be no assurance that any system of disclosure controls
and procedures will be successful in preventing all errors or fraud, or in making all-material
information known in a timely manner to the appropriate levels of management.

Changes in Internal Controls
There have been ho changes to the Company’s system -of internal control over
financial reporting during the quarter ended December.31, 2006 that has materially affected, or is
reasonably.likely'to materially affect, the Company’s system of controls over financial reporting:
. - N | e, E Vo t . ) 1
As part of a continuing effort to improve the Company’s business processes
management is evaluating its internal controls and may update certain controls to accommodate
any modifications to its business processes or accounting procedures. .

ITEM 9B. OTHER INFORMATION I A
None; R

PART ITI S e . o o

[P "

Certain information requiréd by Part. lIl-of" thls Report 18 mcorporated by

reference from the Company’s definitive proxy statement to be filéd with the SEC in connection
with the solicitation of proxies for the Company’s 2007 Annual Meecting of Stockholders (the
“Proxy Statement”).

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS AND CORPORATE
GOVERNANCE

The information required by this Item with respect to the Company’s directors is
incorporated by reference to the information in the section entitled “Proposal No. 1: Election of
Directors” in the Proxy Statement.

_ The information required by this Item with respect to corporate govemance
regarding the Nominating Committee and Audit Committee of the Board of Directors is

incorporated by reference from the section entitled “Board of Directors - Committees” in the

Proxy Statement.
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The information required by this Item with respect to disclosure of any known
late filing or failure by an insider to file a report required by Section' 16 of the Exchange-Act is
incorporated "by reference to the 1nf0rmat10n in the section entltled “Sectlon 16(a) Beneficial
Ownership Reporting Comphance in the Proxy Statement

I AR

' The 'inf({)nna,tion required by this Item with r'é'épedt' to the identification and
background of the Company’s executive officers and the Company’s code of ethics is set forth in
Item 1 of this Report.

ITEM 11. EXECUTIVE COMPENSATION B A
4 AN
The information required by this Item is incorporated by reference’ from the .
information in the sections entitled “Executive Compensation”, “Compensation/Stock Option
Committee Interlocking and Insider Participation” and “Compensation Commlttee Report” in the '
Proxy Statement. e e

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFlClAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS: -

L .« Except as set forth below, the information required by this Item regarding security
ownershlp of certain beneficial owners and directors and officers- 18 mcorporated by reference
from the sections entitled “Voting Securities and Prmmpal Holders” and “Beneficial Ownership
of Directors and Officers” in.the Proxy Statement. , . . . .

T SR U B I RV L F U VT L DR BRI O
Equity Compensation Plan Information v e

. The following table sets forth information regardmg the Company’s equity
compensation plans as of December31 .2006. e o -
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Plan Category - Number of securities | Weighted-average Number of securities,
bl teasts ' 1 [|tobeissued upon, | exercise-price of remaining available .
exercise of _+.. | outstanding, options, |.for future issuance "
outstanding options, | warrants and rights | under equity '
. e . | warrants g;}d rights . c_:ompensat:gn plans
’ . D ‘ (excluding securities
' ' reflected in column’
(2))
(a) __1{b) (c)
Equity compensation | ‘ R RN I : :
plans approved by
secunity holders - R : T ' ' ' '
st e o | 2,596,000 . . - 8031 . .+ | 13,368
Equlty compensation | . . . . ‘ - : P
plans not approved ' ‘
by security holders'
- . \ : n/a . . |0
Total L 12,596,000 . . 13031 : 13,638
ITEI}/I‘13 CERTAIN' RELATIONSHIPS AND RELATED TRANSACTIONS AND

DIRECTOR INDEPENDENCE
LT P SEI » o t ., . ' 1

The information required by this Item as to transactions between the Company
and related persons is incorporated by reference from thc section entltled “Certam Transautlons
in the Proxy Statement. )

Sl

* The information required by this Ttem' as to the 1ndependence of the Company’s
directors and members of the committees of the Company’s Bdard of Directors is incorporated
by reference from the section entitled “Board of Directors” and the subsections thersunder
entitled “Director Independence” and “Committees” set forth in “Proposal No. 1. Election of
Directors” in the Proxy Statement. !

B Refers to Tengasco, Inc. Stock Incentive Plan (the “Plan™) which was adopted to provide an incentive to

key employees, officers, directors and consultants of the Company and its present and future subsidiary
corporations, and to offer an additional inducement in obtaining the services of such individuals. The Plan provides
for the grant to employees of the Company of "Incentive Stock Options," within the meaning of Section 422 of the
Internal Revenue Code of 1986, as amended, Nonqualified Stock Options to outside Directors and consultants to the
Company and stock appreciation rights. The plan was approved by the Company’s shareholders on June 26, Z001.
Initially, the Plan provided for the issuance of a maximum of 1,000,000 shares of the Company's $.001 par value
common stock. Thereafter, the Company’s Board of Directors adopted and the shareholders approved an-
amendment to the Plan to increase the aggregate number of shares that may be issued under the Plan from 1,000,000
shares to 3,500,000 shares.
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ITEM 14. PRINCIPAL ACCOUNTANTS FEES AND SERVICES . - .

The mformation required by this Item is incorporated 'by reference from the
information in the section entitled “Proposal No. 2: Ratlﬁcatlon of Selectlon of Rodefer Moss &
Co, PLLC as Independent Auditors” in the Proxy Statemcnt, *

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES |
A. The ﬁ)lloﬁring docum'ents‘fare filed as part of this,Reﬁert:; J

|. Financial Statements:

- Consolidated Balance Sheets - . .. .
Consolidated Statements of Loss =~ = : - ‘ '
-Consolidated Statements of Stockholders' Equxty
Consolidated Statements of Cash Flows ‘

Notes to, Consolidated Financial Statements - -, ., .

-t o
wl N Y R Y

2. Financial Schedtlle5°

Schedules have been omitted because the 1nformat10n requ1red to be set forth
therein 1s not applicable or is included in the Consolldated F mancml Statements or notes thereto.
3. Exhibits. L _ L e e

‘The following exhibits are filed with, or incorporated ‘by reference into this

Report:

. v .
! I . . : . ' e L ! {
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32

3.3

34

35

36
37

4.1

e 10.3. LT e

10.6

10.7

10.8

10.9

10.10

Exhibit Index =~ « &

'+ Exhibit Number :

o104 ey

(B

'Descnptlo P LR B U RN PPN LS £ A T T RS
,Charter (Incorporated by reference to. Exhlblt 3.7.10 the)reglstrant’s registration -

statement on Form 10-SB filed August 7 '1997 (the “Form 10- SB”)) L
Articles of Merger and Plan of Merger (taking into account the’ formatron of the .

Tennessee wholly-owned subsidiary for the purpose of changing the Company’s

domicile and effecting reverse split) (Incorporated by reference to Exhibit 3. Stothe

Form 10-5B)
Articles of Amendment to the Charter dated June 24, 1998 (Incorporated by

reference-to Exhibit 3.9 to the registrant’s annual report on, Form. 10 KSB ﬁled Apnlh- -

** 15 19997 {the “1998 Forim 10-KSB™))
Articles of Amendment to the Charter dated Oetober 30 1998 (Incorporated by
reference to Exhibit 3:10 to the'1998 Form10- KSB) A
Articles of Amendment to the Charter filed March 17, 2000 (Incorporated by
reference to Exhibit 3.11 to the registrant’s annual report on Form 10-KSB filed
April 14, 2000 (the “1999 Form 10-KSB™)) o
By-laws (Incorporated by reference to Exhibit 3.2 to the Form 10 SB)
Amendment and Restated By-laws dated May' 19, 2005 (Incorporated by reference to
the registrant’s annual report on Form'10- Kfor the year endéd Decémber 31, 2005)
Form of Rights Certificate Incorporated -by-referenceito; registrant’s statement on
Form S-1 filed February, 13,, 2004. Registration File:No, 333109784 (the “Formn S-

l “) " .

) [

v e 0 kel

Natural Gas Sales K%’ré‘eﬁreﬁt'date'd'NO\;ernber'1‘“8,' 1999 betwe"en‘Tengasco, Inc. and
Eastman Chemical Company (Incorporated by reference to Exhibit 10.10 to the

registrant’s current report on Form 8-K filed November 23, 1999): . &4+ w2 0

Amendment Agreement between Eastman Chemical Company and Tengasco, Inc.
dated March 27, 2000 (Incorporated by reference to Exhrblt 10 14 to the registrant’s
1999 Form l(}-KSB) T

"Natiral Gas < Saies Agreement betiween Tengasco lnc and BAE SYST[ MS

Ordnance Systems Inc. dated March 30, 2001 (Incorporated by reference to’ Exhibit
10.20 to the 2000 Form 10-KSB)

1 Tengasco, Ing. Incentive Stock,Plan (Incorporated by referencgito- Exhibit 4.1 to the
registrant’s reglstratron statement on Form S-8 filed October 26 2000)

Dolphin Offshore Partners, LP dated May 18, 2004 in the principal amount of
$2,500,000 (Incorporated by reference to Exhibit 10.47 to the registrant’s quarterly
report on Form 10-Q filed May 20, 2004)

Promissory Note made by Tengasco, Inc. and Tengasco Pipeline Corporation to
Dolphin Offshore Partners, LP dated December 30, 2004 in the principal amount of
$550,000 (Incorporated by reference from to Exhibit 10.19 to the registrant’s Annual
Report on Form 10-K filed March 31, 2005) ,

Asset Purchase Agreement dated March 4, 2005 between Tengasco, Inc. and Bear
Petroleum, Inc. (Incorporated by reference to Exhibit 10.1 the registrant’s current
report on Form 8-K dated March 9, 2005 (the “March 9, 2005 Form 8-K™)
Assignment and Bill of Sale between Tengasco, Inc. and Bear Petroleum, Inc.
(Incorporated by reference to Exhibit 10.2 to the March 9, 2005 Form 8-K)

Amended and Restated Promissory Note made by Tengasco, Inc. and Tengaseo
Pipeline Corporation to Dolphin Offshore Partners, LP dated May 19, 2005 in the
principal amount of $700,000 ((Incorporated by reference to Exhibit 10.1 to the
registrant’s current report on Form 8-K dated May 23, 2005)

Promissory Note made by Tengasco, Inc. and Tengasco Pipeline Corporation to
Dolphin Offshore Partners, LP dated August 22, 2005 in the principal amount of
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Promissory Note made by Tengasco, Inc. and Tengasco Pipeline Corporarion 1o’




lOll

LRI £ L

10.12

10.13

14

16.1

21
g
g3 %
31.1%
31.2%
32.1%

32.2%

* Exhibit filed with this Report

f

¢

. adopted pursuant to.Section 906 of the Sarbanes-Oxley Act of 2002 .

$1,814,000 {Incorporated by teference to Exhibit 10.1 to the registrant’s current
" report on Form 8-K dated August 22, 2005 (the “August 22, 2005 8-K”))
Amended and Restated Promissory Note made by ’I‘engasco Inc. and Tengasco

Prpehne Corporation datéd August 18, 2005 in the principal amount of $700,000°
(Incorporated by reference to Exhibit 10.2 to the August 22, 2005 8-K.)

Subscription Agreement of Hoactzin Partners, L.P. for a 94.275% working interest in
the Company’s twelve well drilling program on its Kansas Properties. (Incorporated
by reference to Exhibit-10.1 to the registrant’s current report on Form 8-K dated
_ October 5, 2005)

Loan and Security Agreement dated as of June 29, 2006 between Tengasco, Inc. and
Citibank Texas, N.A. (Incorporated by reference to Exhibit 10.1 to the registrant’s
current report on Form 8-K dated June 29, 2006)

Code of Ethics (Incorporated by reference to Exhibit 14 to the registrant’s annual
report on. Form 10-K filed March 30, 2004)

Letter from BDO Seidman LLP (“BDO”) to the Securities and Exchange
Comunission dated June 3, 2005 agreeing to statements made as to BDO in current
report on Form 8-K- as to'registrant’s change of independent auditors. (Incorporated
by reference to Exhibit 16. 1to regrstrant s current report on Form 8-K dated June 6,

e 12005.) - it

List of subsidiaries (]ncorporated by reference to Exhibit 21 to the registrant’s annual
report on Form 10-K filed March 31, 2003 (the 2002 Form 10- KSB”))

Consent of LaRoche Petroleum’ Consultants Ltd ‘
‘Consent of BDO-Seidman LLP e
Certification of Chief Executive Officer pursuant to Rule 13a-14(a)/15d- l4(a)

Certification of Chief Financial Officer pursuant to Rule |3a-14(a)/15d-14(a)

Ceruf" cition of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as

o
I
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o g 'SIGNATURES - . .

‘Pursuant'io the requlrements of Section 13 or‘15 (d) of the Securltles and Exchange Act

of 1934, the registrant has, duly caused. thlS report to be’ 51gned on 1ts behalf by the under signed,
thereunto duly authorlzed i e .

Dated: March27,‘2007 v : Lot
T " : - -TENGASCO; INC.* ~
. (Registrant)
..+ o .By:s/effrey.R, Bailey
A o i+ % oo .o Jeffrey R.Bailey, X o
' Chiefa Executive OffiCar

‘ L v}By s/Mark A. Ruth
Sa . .- Mark A. Ruth, ‘
Pr1nc1pa1 Financial and Accountmg Officer

v ' . R D PRI oo B ,,,' ERET

Pursuant to the requirements of the Securltles ‘and Exchange Act of 1934 this report has been
signed below by the following persons on behalf of the registrant and m their capacities and on
the dates indicated. - Lo C S

Signature o - Title: . - . '+ Date

s/Clarke H. Bailey . | Director . . March 19, 2007
Clarke H. Bailey T . o

s/Jefi‘ray R. Bailey R .Directof; y Chief - | Executive: .Ma;ch 27,2007

Jeffrey R. Bailey Officer L

s/John A. Clendening Director =~ = ' “March 11, 2007

John A. Clendening :

s/Carlos P. Salas . Director March 26, 2007
Carlos P. Salas

s/Peter E. Salas Director March 13, 2007

Peter E. Salas

s/Mark A. Ruth Principal and Financial March 27 , 2007
Mark A. Ruth Accounting Officer .
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RODEFER MOSS, |

rodefer moss &'co, pllc

Board of Dlrectors Tengasco, Inc. and Sub31d1anes
Knoxwl]e Tennessee

VoL ' . LIS I PR T L P P

. | I : [ ' - et e

- We ‘have audited the accompanymg consohdated balance sheets of Tengasco Inec. “and )
"" Subsidiaries as of December 31, 2006 'and 2005 and the related consolidated*statements of
operations, stockholders’ equity and cash flows ifor the yéars then ended. These consolidated

i 1- 865 583 0091 phone

1729 Midpark Rnad “
Smte Cza0) [
Knoxwlle TN 37921 .

865 583+ 0560 fax

financiz! statements are the responsibility of the Company’s management. Our responsibﬂny isto- v

express an opinion on these consolidated financial statements based on our audits. : o

We conducted our audlts n accordance ‘with the standards of t.hc Public Company Accountmg
Oversight Board (United States). Those standards’ requu-e that' we plan 'and perform the andit to
obtain reasonable assurance sbout whether the financial statéments are free of material
misstatement. The Company is not required to have, nor were we engaged to perform, an audit of
'y its internal control over financial reporting. Our audits included consideration of .internal control
over filancial reporting as a basis for designing.audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the eﬂ'ecnveness of the

disclosures in the financial statements, assessing the accounting principles used and significant

: presenmtlomWe believe that our audits provxde a reasonable basis for ouf opuuon SR

_ materia} respects the consohdated financial posmon of Tengasco Inc. and Subs:dlanes as of
“ December 31, 2006 and 2005 and the resuits of their operations and cash flows for the yeam then
_ ended in conformity ‘with aecountmg prmmples genemlly accepted m the Umted States of

Amenca. Lt .
?%o‘% Mpse- ﬁCo) AZLc
[7 AR B O ‘ R v . Lok o . . N o
Rodefer Moss & Co, PLLC' ‘ ' " I T
Knoxville, Tennessee <. . =™ .4 . . . . : e vt

*

Vo

GREENEVILLE + KNOXVILLE - NASHVILLE - TrI-CITIES

F-3

~ Company’s internal control over ﬁnancnal reporting. Accordmgly, we express 1o such oplmon. - B
An audit also includes examining, On a test bas:s, evidence supporting the amounts and’

éstimates ‘made by management, as well' as evaluating the overall financial smtement

In our opmmn, the consohdated ﬁnancml statements referred to above present falrly, in. all .

March 27,2007 -, - «eo v, o L - a0 g L et S
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors Tengasco, Inc. and Subsidiaries

Knoxvilte, Tennessee

We have audited the accompanying consolidated balance sheets of Tengasco, Inc. and Subsidiaries as of
December 31, 2004, and the related consolidated statements of loss, stockholders' -equity and
comprehensive loss and cash flows for the year ended December 31, 2004. These financial statements are
the responsibility of the Company's management. Our responsibility is to express an oplmon on these

- financial statements based on our audits.
o p

. We conducted our audits in accordance with the standards of the Public Company Accounting Qversight
Board (United States). Those standards require that we plan and perform the audits to ‘obtain feasonable
assurance about whether the financial statements are free of material misstatement. The Company is not
required to have, nor were we engaged to perform an audit of its internal control over. financial reporting.
Our audits included consrderatlon of internal control over financial reporting as a basis for desrgmng audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness.of the Company’s internal control over financial reporting. Accordingly, we express no
such opinion An audit also includes examining, on a test basis, ‘evidence supporting the amounts .and
disclosures in the financial statements, assessing the accounting principles used and srgmficant estimates
made by management, as well as evaluatmg the overall financial statement presentatron We belleve that
our audits provide a reasonable basis for our oprmon o L Cg

In our opinion, the consolidated financial statements referred- to above - present falrly, in"all- material
respects, the financial position of Tengasco, Inc. and Subsidiarics as‘of December 31, 2004, and: the
results of their operations and their cash flows for the year ended Decembeér 31, 2004, in conforrmty with

accounting prmcrples genera]ly accepted in the Umted States of Amenca

The accompanymg ﬁnancral statements have been prepared assuming that the Company will contmue asa
going concern. As discussed in Note 1 to the consolidated financial statements, the Company has suffered
recurring losses from operations and, at December 31, 2004, has an accumulated deficit of $33,385,524
and a working capital deficit of $6,753,721: The working capital deﬁc1ency has resulted in the Company's
inability to pay cumulatrve dividends and mandatory redemption requirements- on the ‘Company's shares
subject to mandatory redemption. Such matters raise substantial doubt about the Companys abrlrty to
continue as a going concern. Managements plans in regard to these matters are also described in-Note 1.
The financial statements do not include any adjustments that might result from.the outcome of this
uncertainty. .

As discussed in Notes 9 & 10 to the consolidated financial statements, the Company implemented the
provisions of Statement of Financial Accounting Series No. 143, "Asset Retirement.Obligations” on
January 1, 2003 and the provisions of Statement of Financial Accounting Series No. 150, "Accourrtmg for
Certain Financial Instruments with Characteristics of both Liabilities and Equity” on July 1, 2003.

/s/ BDO Seidman, LLP

Atlanta, Georgia
March 21, 2005




~ Tengasco, Inc. and Subsidiaries B TN

Consolidated Balance Sheets N CU A
° A '), Vo r
"December 3]~ T T T T otomooomrommreon om0 006 T TT 2005
'rl‘ vl ?‘ ,l.' " \’A ! PN :‘ISI
Assets o :
. VoA v . I R
Current Ty e L
Cash and cash equwalenls . $ 369665. . § 260,969
© Accounts receivable ;- ‘ _ 719,840 . ., 1,154,405
, rPart1c1pmt recelvables 13,008 ;. g 9T
Invéntoly =~ 7 TrroTrr T o Tmmm e s e U sS),522 77T 466,331
.Other current assets 'L ' 11,056 4. ~- . 6,056
Total current assets? - - 1,664,091 - " 11,927 538
L Restrictedcash. v L e L. o .. LAl 120,500 * M HAha
Loan fees oA 237,738 _, -
. et - — e e e — Ly

Oil and gas properties, net (on the basis

of full cost accounting) 12,703,629 9,675,877
e T
Pipeline facilities, net of accumulated , T O P L I LY l._, o
depreciation of$2 879,099 and $2,335,099 e st e 13,460,667 . -_13,994,453
[ A e Vi e Crslian t
Other property and equipment, net 267 713 . .310,748
I T ST, 454338 Cs 25 508,616

e - - G - - Theeas om Je—

See accompanyzng Nores to Consohdaled F mancza! Sraremems




Tengasco, Inc. and Subsidiaries-
Consolidated Balance Sheets

December 31, 2006 2005
Liabilities and Stockholders’ Equity
Current liabilities
Current maturities of long-term debt $ 65267 $ 58,867
Accounts payable 687,475 597278
" ‘Accrued interest payable 8,432 -
" QOther'accrued llabllmes 30,410 + 281,737
' Dnllmg program C- 2,324,400
Total current liabilities' . 791,584 . 3,262,282
+Asset retirement obligations 512,015 566,968
Long term debt, less current maturities 2,730,534 117,912
“Total liabilities B 4,034,133 3,947,162
Stockholders’ equity .
Common stock, $.001 par value; authorized 100,000,000 shares; . . . G ' .
) '59 003,284 and 58,604,678 shares issued and outstandmg St 59,004 - 58,605
Additional paid-in capital 54,517,333 54,200,345
... _Accumulated deficit - -, . _ - (30,156,132)° ' (32,297,496)
Total Stockholders’ equlty 24,420,205 21,961,454
PR co e $ 28,454,338 25,908,616
o ~ - - =t B - - R T Wi .. -'. R e - [ .. -
. s ’ ) . ;

" See accompanying'Notes to' Consolidated Financial Statements

F-5




Tengasco, Inc. and Subsidiaries UL
Consolidated Statements of Operations B A BT T

See accompanying Notes to Consolidated Financial Statements

Years ended December 31, 2006 2005 2004
_.- Revenues and otllléll'.inco:q'é e “ L .
™ Qil and gas reVenues >t oo ; - % 8896036 "% 7,076,790 $° 6,013,374~
Pipeline transportation revepues =~ , . v+ . - L o 87,822 94911 -, - 92,599
Interest Income 17,823 1,175 3,501
- i Total revenues and other income IR C LT 9,001,681 . -7,172,876 6,109,474
.7.-:, V4 - . * '1'\‘,“J¢' l'r ! IR '
‘.Costs and expenses oo : .o ot e
Production costs and taxes ' . ) 3,287,233 3,046,460 . -. 3,364,429
' Depreciation, depletion and amortization . . . o DU 1,911,416 1,605,043 . . 2,067;566:. ;
General and administrative . 1,293,109 1,322,616 1,177,183
., o Interest expense RN . .- . 168,590 472,655 1,367,180 -
"' . Public relations L v, I 26,037 . 130,020 . .7 35347
+ -4 Professional fees - . W 173,932 263,800 i 779,180,
- Loss on sale of equipment, net ceo et 4 s - - < 107,744
¢ Total costs and expenses i ot at T 6,860,317 6,740,594 . T -8, 898 629
T L "
Net Operating Income/Loss ’ v 2,141,364 432,282 (2 789 155)
e " " ' . " "_’ . LS ) +t R
Gain from extinguishment of debt ' : - - 336 820
* ‘ Gain on Preferred Stock  © © ' - - - 655,746 458,310
- . ". N '1"'; "‘ ' ‘yo2c 2 T . P | L
'...Netlocome/Loss .., . . .ot oo 107 s 2 141,364 $ 1,088,028 °$. (1,994,025)
Net Income/Loss per share
Basic and diluted:
Operations ' §F o004 $ 002 $  (0.0%)
Total §  0.04 $ 002, - § 0.05
E——
Shares used in computing earnings per share ‘
Basic 58,851,883 52,019,051 40,855,972
Dituted 60,364,797 52,659,051 40,855,972
EE——




Tengasco, Inc. and Subsidiaries S

Consolidated Statements of Stockholder’s Equity P I
“o c - _ . Accumulated
o - T - " Common Stock’ D -oormm ’ Other ©
Paid-In  Accumulated  Comprehensive k
Shares ___Amount Capital Deficit Income (Los .) " Total
Balance, December 31,;2003 : 12,235,828 12,251 42,721,119 (31,361,499) - (90 000) 11',25 1,871
NetLoss O T T T (1,994,025) o (1,694,025)
Commbn stock issued for'exercised options#_" 142,000 142 _ 70,858 R e 71,000
Common stock issued in Rights Offering 36,300,000 36,285 8,812,056 , - 8,848,341
Common stock issued for services 250,000 250 82,250 : ‘ oL 82,500
Transfer of investment : .o — — — - - 90,000 . 90,000
Balance, December 31, 2004 ! -~ 7 48,927,828 48,928 51,686,283 (33,385,524) . co— 18,349,687
. oo Gy , o o
Net Income o — — — 1,088,028 4 —  .1,088,028
Common Stock issued for exercised options 100,000 100 26,900 — — 127,000
Options Expense 1 ' - v — — 84,030 — o= 84,030
Lawsuit Settlement . - 4,000 4 19,366 . — v . o - 19370
Conversion of Stock o . K 9,567,620 9_,568_._- 2,381, 418 = 2,390,986
Common Stock issued for exercise of '
Warrants © - AL 5,230 5 2 348 — ./ e 2,353
Balance, December 31, 2005 58,604,678 58,605 54, 200 345 (32 297 496) T — 21,961,454
Netincome = - - . Co ; C 2141364 .. — 2141364
Options & compensation expense ’ CT 364,500 365 301,674 T 0 — T —7 0 77302,039
Common stock issued for exercise of warrants 34,106 34 15,314 — — 15,348
Balance, December 31,2006 _ R 59,003,284 59,004 54,517,333 (30,156,132) ..« .24,420,205
v e See accompanying Notes to Con.sqlidarea[ Finargcial,Statemgnts S R
. X "‘ - . -, -~ - N '.“ N ‘:‘ —-F— .!A 1 - !'-.4.. t‘ -~ -~
) _h
r ’.. ¢ ’ “vl LR [T A 3 3 "
t -'\_‘ N L. l,.
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Tengasco, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

2006 2005 2004
Operating activities '
Net Income/Loss $ 2,141,364 $ 1,088,028 (1,994,025)
Adjustments to reconcile net income to net cash S : "
Provided by operating activities: ) i
Depletion, depreciation, and amortization 1,911,416 ° 1,605,043 2,067,566
Accretion of redeemable shares - 242,008 752,003
Accretion on Asset Retirement Obligation 42,340 45965 T 73,368
Gain on extinguishment of Asset Retirement - . -{72,399) . T
Obligation ' T N o A
(Gain)/loss on sale of vehicles/equipment ' (22,466) " (15,330) 99,456
| Loan fee amortization - - 107,956
| Gain on extinguishment of debt - - (336,820)
Gain on exchange of Redeemable Liabilities - (655,746) (458,310)
Realized loss on investment - - 150,000
Gain on sale of pipeline facilities - (17,605) -
Compensation and services paid in stock options 159,160 103,400 82,500
Changes in assets and liabilities:
Accounts receivable 434,565 (447,653) (198,374)
Participant receivables (3,231) 63,239 (4,614)
Other current assets {5,000) 61,470 155,477
Inventory (54,191) - (154,586) (61,052)
Accounts payable 90,197 277458 (756,129)
Accrued interest payable 8,432 (25,367) (208,954)
QOther accrued liabilities (251,327) 70,115 193,062
Settlement o Asset Retirement Obligations (97,293) (54,277) (33,247)
Net cash provided by (used in) operating activities 4,353,966 2,113,763 {370,137)
Investing activities
Additions to other property & equipment (137,924) (210,145) (40,815)
Restricted cash (120,500) . -
Decrease to other property & equipment 27,915 55,919 296,865
Net additions to oil and gas properties (5,239,862) (2,348,078) (1,122,903)
Sale of Kansas gas field - 2,651,770 -
Drilling program portion of additional drilling 1,067,400 1,945,202 -
(Increase)/decrease in pipeline facilities (10,214) 72,186 (10,001)
Net cash provided by (used in) investing activities (4,413,185) 2,166,854 (876,854)
Financing activities
Proceeds from exercise of options/warrants 158,227 29,352 71,000
Proceeds from borrowings 2,732,145 155,073 3,310,815
Loan fees (285,224) - -
Repayments of borrowings (112,833) (3,182,636) (9.848,560)
Proceeds from issuance of common stock - 2,391,905 8,848,341
Dividends paid on Redeemable Liabilities - (8,000) {456,166)
Repayments of Redeemable Liabilities - (4,241,874) (723,370)
New Drilling Program - 2,514,000 : -
Decrease in Drilling Program Hability (2,324,400) (1,945,203) -
Net cash provided by (used in) financing activities 167,915 (4,287,383) 1,202,060
Net change in cash and cash equivalents 108,696 (6,766) (44,931)
Cash and cash equivalents, beginning of period 260,969 267,735 312,666
Cash and cash equivalents, end of period $ 369,665 $ 260,969 $ 267,735

F-8




Tengasco, Inc. and Subsidiaries SR
Consolidated Statements of Cash Flows EER DT
" ) . N . ’ n' L. .. . .- .
' Cashi and cash'equivalénts, enid of year’ TR T TS 3695665 T
Supplemental disclosure of non-cash in'vesting and ' ' _—
financing activities:
Issuance of common stock on conversion of debt/preferred . . -
stock - _
Conversion of Series A Preferred Stock into a drilling - o
rogram : - L

See accompanying Notes to Consolidated Financial Statements
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2t st o -y Tengasco, Inc. and Subsidiaries
c o oLt wsNotes to-Consolidated Financial Statements

(1.) Summary of Significant Accounting Policies I L

The Company was - initially organized in Utah in 1916 for the purpose of miring, reducing
and smelting mineral ores, under-the name Gold Deposit Mining& Milling Company, tater changed

* . to Onasco.Companies, Inc. In' 1995, the:Company changed its:name from Onasco Companies; Inc. to
+ .Tengasco, Inc.; by merging into Tengasco, Inc., a Tennessee corporation; formed 'by.the Company

solely for this purpose. T R B a

The Comipany i$ in the-business of exploring for,-producing and tran$poiting ‘oil and natural

: gas in Kansas and Tennessee, The Company leases’ producmg and non-producing properties with a

view toward exploration and "development. Emphasis'-is ‘also "placed --on pipeline* and other
infrastructure facilities to provide transportation services. The Company utilizes selsmlc technology
to improve the recovery of reserves. _ el b

In 1998, the Company -acquired from ‘AFG ‘Energy#Inc. (“AFG”), *a private company,

- approximately 32,000 acres of leases.in thes vicinity ofHays, K#nsasu(the “Kansas Properties”).
Included in that acquisition .were 273 wells, including. 208 working" wells, of which 149 were
+ producing oil wells and 59 were producing gas.wells, a'related 50-mile pipeline and gathering system,
* - three compressors and 11 vehicles. :The Company-sold’ the.Kansas 'gas, producing wells,  gathering

system and compressors effective February 1, 2005. During 2006, the Kansas Properties.produced an
average of approximately 15,000 barrels of oil per month.
T, ¢ . .2

The Company’s activities in oil and gas leases in Tennessee are located in Hancock,

. Claiborne, and Jackson counties. The Company-has drilled.primarily on a portion of itsleases known
- as the Swan Creek Field in Hancock: County: focused within what is known as the Knox Formation,

one of the geologic formations.in that field: .During 2006 the Company produced. an average of
approximately 487 thousand cubic feet of natural gas per day and 802 barrels of oil per month from
21 producing gas wells and 5 producing oil wells in the Swan Creek Field.". ., = .1+ .

The Company’s wholly-owned subsidiary, Tengasco Pipeline Corporation (“TPC”) owns and

'operates a 65-mile intrastate pipeline which it constructed to, transport natural gas . from the

Company’s Swan Creek Field to customers in Kingsport, Tennessee.

T TR Tl

The Company formed a wholly-owned subsidiary on December 27 20()6 named

’Manufactured Methane Corporation for the purpose of owning.and operating treatment and delivery
facilities using. the latest developments in avallable treatment. technologles for the extractlon of

methane gas from nonconvennonal sources for dehvery through the nation’s exlstmg natural gas
plpellne system, mcludmg the Company,s TPC rplpeltne, system in Tennessee for, eventual sale to
natural gas customers,

. . . . )
. O P R R R T ST ¥ L RO B L B I . !

F-10




UL R A " Tengasco, Inc. and Subsidiaries
RO T ‘Notes to Consolidated Financial Statements

Basis of Presentation B T T I R PTG T ST SR LR T A

- The accompanying consolidated financial statements have been prepared in conformity with
, accounting -principles; generally . acceptéd in the United- States of America,” which (contemplate
_continuation of the Company as a going concern and assume realization of assets and the.satisfaction
of liabilities ‘in the normal course of business.,Certain prior year.amounts have: been reclassified to
conform with current year presentation. ey e T Al

, The: consolidated financial , statements. include the, accounts - of the Company, Tengasco
_Pipeline,. Corporation,. Tennessee. Land. & Mineral- Corporation, and Manufactured Methane

Corporation., All intercompany balances and transactions,have, beeneliminated. - .. -, .
3 o * T L Y L L L Pl N L LY
Use of Estimates ' e JRNT

The accomparnying consolidated financial istatements are prepared in conformity with

' accounting principles generally accepted in the United States:of America which require management

++to make estimates .and assumptions: that.affect the'reported amounts .of assets: and liabilities and

disclosure of contingent assets and liabilities.at-the date ofi the-financial statemients-and the reported

. amounts of revenues and expenses dunng the reporting périod..’ The actual-results could differ from
: those estimates. . Car ! R T O TR S AT L RSP IAP RN L

Revenue Recognition

' LT L v T TR S L ‘

The Company uses the sales.method of accounting -for natural gas. and oil revenues.. Under
this method,” revenues are recognized based on. actual -volumes'of oil and gas sold to purchasers
Natural gas meters are placed»at the customers® focations and usage is'billed monthly." Coe

v R - or .. .
. " 1 " [ 1 [T B .t #d [P not 1 a NI AT,

CashandCashvKulvalents“'" T S Do
'+ - The Company ' considers all invéstments with'a 'maturlty of thrée 'months or less when
»  purchased to be cash equwalents cec b mb et -
e T R T 2 T U T, ST I A SIS A I
Inve_stment Securities _ .
o U P T Y S T S 4 ﬂn-‘ "
Tt Ynvestment sectrities avallable for saléaré reported at falr value, w1th unréalized grains and -

losses reported as 4 separate component of stockholders’ equnty, "Rét of the related tax effects. The
£ Company § avallable for sale securities were transferred as pdrt’ ‘of a lawsmt settlerment i in 2004 The
© '‘Company recognized a realized loss of $150,000 asa résult of the transfer.<" -+ 0

- 1.
a7 1 I 1

Inventory

Inventory consists of crude oil in tanks and is carried at market value.
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Notes to Consolidated Financial Statements

Qil and Gas Properties oo ' S oo

. . Pl . e
The Company follows'the full cost method of accountmg for oil and gas property acquisition,
exploration, and development activities. Under this method, all productive and nonproductive:costs
incurred in connection with the acquisition of, exploration for and development of oil and gas
reserves for each cost center are capitalized. Capitalized costs include lease acquisitions, geological
and geophysical work, delay rentals and the costs of drilling, completing, equipping and plugging oil
and gas wells. Gains or losses are recognized only upon.sales or dispositions of significant amounts
of oil and gas reserves representing an entire cost center. Proceeds from all other sales or dispositions

t ..,The. capitalized costs -of oil;and ‘gas properties, plus, estimated future, development costs
relating to proved reserves and estimated costs of plugging and abandonment, net.of-estimated
salvage value, are amortized on the unit-of-production method based on total proved reserves. The
Company currently has $1,880,811 in unevaluated properties as of December 31, 2006, The costs of
unproved properties are excluded from amortization until the properties are evaluated, subject to an
annual assessment of whether impairment has occurred. The Company, has determined its reserves
based upon reserve reports provided by Ryder, Scott Company, Petroleumn Consultants in 2004, and

2005 and by LaRoche Petroleum Consultants Ltd in 2006.

are treated as reductions to capitalized costs.. . ., ... ! Coe. e Lo

The capltallzed oil and gas properties, less accumulated dcprecratloIn depletlon and
amortization and related’ deferred income taxes, if any, are generally limited to an amount ‘(the céiling
limitation)' equal to the sum of: (a) the présent value- of estimated future net revenues computed by
applying current prices in effect as of'the balance sheet date (with consideration of price changes only
to the extent provided by contractual arrangements) to estimated future production of proved oil and
gas reserves, less estimated future expenditures (based on current costs) to be incurred in developing
and producing the reserves using a discount factor of 10% and assuming continuation of existing
economic.conditions; and (b) the cost of investments in unevaluated properties €xcluded from the
costs being amortized. The Company has adopted an SEC accepted method of calculating.the full cost
ceiling test whereby the liability. recognized under Statement .of Financial Acc0unting' Standard No.

143 (“SFAS”) “Accounting for Asset Retirement Obligation” (“SFAS 143”) is netted against property

cost and the future abandonment ObllgatIOHS are included in estlmated future net cash ﬂows No

cetlmﬂ write- downs were recorded in 2006 2005, or 2004 t o S,

) eqsne L : . . oo e iy
Pipeline Facilities o ' ' '
V . M n E

Phase 1 of the pipeline was completed during 1999. Phase 11 of the pipeline was completed
on March 8, 2001. Both phases of the pipeline were placed into service’'upon completion’ of Phase II.
The plpelme is being deprecrated OVer its estlmated useful lrfe of 30 years beginning at the time it was
placed'in service. - e . e R
: a0 , vt . v N e I Sy

Other Property and Eqmpment and Long leed Assets S oL

Other property and equipment are carried at cost. The Company provides for depreciation of
other property and equipment using the straight-line method over:the estimated useful lives of the
‘assets which range from three to seyen years. Long- -lived assets (other than oil and gas propemes) are
reviewed for impairment whenever events or changes in circumstances mdlcate that the carrying
amount may not be recoverable.
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When evidence indicates that operations will not produce sufficient cash flows to:cover the carrying
amount of the related asset, a permanent impairment is recorded to adjust the asset to fair value. At
. “December 31, 2006, management believes that carrying amounts'of all of the Company’s long-lived
assets will‘be fully recovered over the course of the Company’s normal.future operations.
o ) . ‘o . I T PR
Moo Stock- Based Compensatlon o o - e .'.
L K i " f '
"SFAS No: 123 “Accountmg for Stock Based Compensatlon” (“SFAS 123”) was issued in
' January 1996. As permitted by SFAS 123, the Company had continued to account for stock
compensation to employees by applying the provisions of Accounting Principles Board Opinion No.
25. The Company recorded $128,197 in 2006 and $84,030 in compensation expense in 2005 upon the
-Company’s adoption of.SFAS 123 (R) in 2005 The Company did notrhave any stock based
compensanon in 2004.. : : o - T R

i
ST P S 2 SR o T P

; ‘Acc'ou'nts Receivable ' S A S N
| R - s Tt . P 1y i P .
"« Senior managemén't reviews accounts receivable on'a monthly basis ‘to detérmine if
" any receivables will  potentially be uncollectible. * Management includes any* accounts
receivable balances that are determined to be uncollectible, along’ "with'a general teserve, in
_ the overall a!lowance for doubtful accounts. After all attempts to collect a receivable have
falled the receivable i is written off against the allowance. Based on. the mformatlon available
., to us, the Company belxeves no allowance for doubtfu] accounts as of December 31, 2006
and 2005 is necessary. However actual write- offs may occur.. ., .
? N A LT -. RO ; Tl R o oo
- IncomeTaxes ‘o B O AT .

« The. Company accounts for income taxes using the “asset and llablhty method ?
Accordmgly, deferred tax liabilities and -assets are deteimined’ based on-the temporary
- diffefences’ between ‘the financial reporting and tax bases’ of -asséts and liabilities, using
enacted tax rates in effect for the year in which the dlfferences are expected to reverse.

Deferred tax“asééls arise primarily from nét operatmg loss 't carry -forwards. Mariageément
evaluates the likelihood of realization for such assets at year-end provndmg a valuation
allowance for any such amounts not likely to-be recovered in future periods, The Company

currently has a net operatmg loss carry forward of $23,200,000.
oo . Concentratlon ofCredlt Risk ... , Lo ‘ e e
T4 ST o ‘ o U T IR
Financial instruments which potentially subject the Company to- concentrations of
credit risk consist principally of cash and accounts recelvable At times, such cash in banks

is in excess of the FDIC insurance. hmit. " ..

-+ ""The Compahy’s primary business' activities include oil and" gas sales to several
customers in the statés of Kansas and'Tennéssee. The related trade recéivables subject the
Company to a concentratlon of credlt I'lSk w1th1n the 011 and gas mdustry T
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"' iThe Company. is preséntly dependent upon a small. number of customers for the
sale of gas from the Swan Creek Field, principally Eastman -Chemical ‘Company and
other industrial customers in the ngSport area with whrch the Company may enter into
gas sales contracts. AR O Cood B :

LT T -"-"",'n,,. T A B I T *-'

#i * - The-Company has entered into contracts to supply two manufacturers with natural-
gas- from- the- Swan Creek Field (Tennessee) through-the Company’s’ pipeline.' These
customers are'the. Company’s primary customers ‘for- natural gas-sales.” Additionally; the
Company sells a majority of its crude oil primarily to two customersy one -each-in
Tennessee and Kansas. Although management believes that customers could be replaced
in the ordinary course of business, if the present customers were to discontinue business
wrth the Company, it could have a significant adverse effect on the Company s prOJected

results ofoperatrons B N A T . AT

.“-.l.-"""'”. LR . Lo My, fy 3 Vel "'."l

" In-2006; the' Compény received 85.7 percent of its reveriues from Customer A;
10.1 percent of its revenues from Customer B. - ML R

In 2005, the Company received 74.6 percernit of its reveniles from ‘Customer A;
18 6 percent of its revenues from Customer B.

gty ey ‘r i S

T AL BT LY P ST

L' 1

18:2° percent of’rts revenues from Customer B and 14*4 percent of '1ts revenues from
CustomerC S e ' -

4 LT ) R [ 4 ' ¢! D R L ot T b ] st.
“In each of the years 2004‘ through 2006, the' 1dent1ty of ‘the’ customers indicated
above a§ either A-or B was “the 'samé from - year. to' year, although the’ percentage of
revénues varied from' year to’ year for that customer. Customer Cin 2004 relates to the
gas f' eld in Kansas that was sold in February of 2005 oo ‘ . T

l.,,' J’ ..l-.. 'v,-‘.r"‘-J. ) . .I.:I , '.) ‘

Yy

: -Income/Loss per Common‘Share C TS o L
+ . ! . . - . . .
et 10 . L r H P

In accordance with’ Statement of- Fmancral Accountmg Standards (SFAS) No
128, “Earnings Per Share” (“SFAS 128”), basic income per share is based on 58,851,883
and 52,019,051 weighted average shares outstanding for the year ended December 31,
2006 and December 31, 2005 respectively. Diluted earnings per common share are
computed by dividing income available to common shareholders by the weighted average
number of shares of common stock outstanding during the period increased to include the
number of additional shares of common stock that would have been outstanding if the
dilutive potential shares of common stock had been issued. The dilutive effect of
outstanding options and warrants is reflected in diluted earnings per share.
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=+ v, Thenumber-of dilutive 'shares outstandmg s 1,512,914 for 2006:and 640,000 for
2005.-These are related to options and'warrants. o R I ST b
LU ARV R ¥ T f?r'oJ ot A PR L T (PN R P h ld‘ . !
Diluted loss per share does not consider approx1mately 390,278 potent1a1
weighted average common shares for 2004 related primarily to common stock options
and, convertible, ;preferred stockizand debt. These shares, were' not-included: in the
computation, of the diluted loss per.share.amount because the Company was.in a net loss
position in- 2004 and,, thus .any potential common shares were anti-dilutive to the loss per.

Shal‘eJcalClllatlon WA Gl (NS St _". T : oo e oy
Laoplesre amed Amanne v e e TR AL FP U B A S '
-y ¢ Fair Values of Financial Instruments . - . " . ¢ rse, 0 gt
"."‘-inlin'""f;t"l'l,fhiu.J! AN TR I !

Fair values of cash and cash equivalents, mvestments and short term debt
approximate their carrying values due to the short period of time to maturity. Fair values
of long-term debt are based on quoted market prices or pncmg models using current
market rates, which approx1mate carrying values T T LR T P L

-(2.) --Recent Accounting Pronouncements - . . .., | y L TR
ey, BRI Vo e

In December 2004, the Financial Accountmg Standards Board
(FASB)-published Statement of Financial Accounting;Standards (SF; AS) No., 123 (revised
2004) (SFAS 123(R)) “Share Based Payment” SFAS 123(R) establlshes standards for
the accounting for transactions in which an entity exchanges its equlty mstruments ‘for,
goods or services. SFAS 123(R) eliminates the ability to account for share- based
compensat1on transactions using APB.Opipion,No, 25 (APB 25), “Accounting for Stock
Issued -to. Employees Y ,and generally requires- that such transactions be accounted for
using . a falr value-based method, This statement is effecnve for fiscal years beginning
after June 15, 2005. SFAS 123(R), applles to all awards granted. after, the requlred
effective date and to awards modified, repurchased or cancelled after that date and as a
consequence future employee stock option grants and other;stock -based compensation
plans are now recorded as expense over the vesting period of the award based on their
fair.values:at the date the, stock based compensatlon is.granted. , LT B

' EP :‘." .. . la PO TN S TR ety RIS P ST oo e PRI R ;
LA s . " « U e ST s et | ' 1
T A A R f ! Lt ey
T I‘. i 1N vi . 1A LA Y i NN Vo |lj FEO ’
H ’ T ’ * "o i , * Lt Il . »
1 Uit ' [ R H i Y, [EET T AP by I T
G Loty > ) ' -t + L i, L t 1] Yl
ot an )l ! ||li [ M ) T &'t( N ) [
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The cumulative effect of initially applying: SFAS 123(R) was recognized as of the
réquired - effective . date .using. a modified prospective method. Under themodified
prospective »method. the *Company . has recognized stock-based -compensation -expense
from.-July 1,,.2005 as'if:the fair value baséd accounting methodrhad been ,used to-account
for all oltstanding-unvested employee awards grantéd, modified or settled in prior years:
"The Company adopted :SFAS 123(R) in 2005 and'recognized $84,030 in- compensation
expense for options granted in 2005 and $128,197 in 2006. The Company will recognize
$141, 524 in 2007 and 2008 in compensatlon expense relatmg to these optlons granted
e at o PR o as o, Voo N

».2.  The ultimate impact oniresults of operatron and ﬁnancnal posrtron in: future years.
will depénd upon: the level of stock based compensatlon granted S S

R [ . T

A I July 2006, the FASB 1ssued FASB Interpretatlon No 48 "Accountmg for
Uncertamty in Income Taxes - an interpretation of FASB Statement 109" (“FIN 48"),.
which clarifies the accounting for uncertainty in tax positions taken or expected to be
takenin'a tax return, including issues relating to:financial statemént recognition and
measurement. FIN 48 provides that the tax effects from:an uncertain.tax position can-be
recognized:in: the financial statements only if.the position is "more-likely-than-not" to be
sustained ifithe position wereitotbe challenged by a taxing authority. Theassessment:of
the tax position i$ based-solely:on the technical merits of the position, without regard to
the likelihood that.the tax position may be challenged. If an uncertain tax position meets
the "rnore-likely-than-not" threshold, the largest amount of tax benefit that is-more than
50 percent likelyito be.recognized upon -ultimate scttlement with the taxing authority, 4s
recorded . The provisions of “FIN 48 are.effective for.fiscal years::beginning after
December.15,' 2006, with -the' cumulative .effect of the change in.accounting principle
recorded as an adjustment to opéning retained -earnings:.Consistent withithe requirements
of ' FIN 48, we adopted FIN 48 on lJanuary .I, 2007. We are currently evaluating the
impact of adopting FIN 48 and:do* not expect the interpretation.will have a material
1mpact on our results of operations or financial position.
E R AN R T A T (A (F I :
T (3) Related Party Transactlons LT S
S O T R N T
- On May 18, 2004 Dolphm Offshore Partners--L.P:. (“Do]phih”) loaned -the
Gompany $2,500,000 bearing’ interest at 12% per annum with interest payable monthly
beginningtJune 18, 2004 and principal payable on May 20, 2005, which loan was secured’
byid first lien' on the Company’s Tennessee and* Kansas producing propetties and the
Tennessee pipeline. The proceeds of the loan were used to fund in part the settlement of
the Bank One litigation. Peter E. Salas, a Director of the Company and the general
partner and-controlling person. of Dolphin, negotiated the terms of the loans directly with
management, which termsrwere approved .by management in view of the Company’s
immediate - needs, - financial cohdition ‘ and. prospective. -alternatives” and * under
circumstances’ in’ which Dolphin was' not generally .engaged in.the business of lending
money. These loans were made on terms that management. believed were at least as
favorable to the Company as it could have obtained through arms-length negotlatlons
with unaffiliated third parties.
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©. On December 30, 2004, Dolphin loaned the Company $550,000 bearing interest

at 12% per annum with interest payable monthly and principal payable on May 20,.2005,
which loan was secured by lien on the Company’s Tennessee and Kansas properties and
the Tennessee pipeline. On March 4, 2005, Dolphin was paid $2,350,000 fromr the
proceeds received from the sale of the' Company’s Kansas gas-field .to reduce the
principal of the promissory. note dated May 18, 2004 in the original amount of -
$2, 500 000, to $150,000. S R .

W1th this payment the combined balances owed on the two outstandmg noles to
‘Dolphin at March 31, 2005.became $700,000. On May 19, 2005 these two notes were
replaced with a single new note to Dolphin for $700,000 payable on August 20, 2005. By
an amended and restated note dated August 18, 2005, the due date of the note was
extended on the same terms as,the existing note from August 20, 2005 to December 31,
2005. : : ; T

+ On August 22 2005 all holders of the Companys Series .B and C Cumulatlve
Convertible Preferred Stock (the "Series B and Series C shares"), havirig an aggregate
value of $5,113,045 consisting of face value, dividends, -and interest exchanged all rights
under their Series B and C shares for. cash or for the Company's common stock. Holders
of approximately 53.2%- of the face value of outstanding Series B and- C shares
exchanged their preferred shares having an aggregate .value of $2,721,140 for. cash
payments totaling $1,814,184.: The Company borrowed the sum of $1,814,000 from
Dolphin to fund this exchange of cash for Series B-& C Preferred Stock. The loan from
Dolphin was evidenced by a promissory note secured by a lien on the Company's. assets
and bearing 12% interest per annum payable interest only monthly until the principal
amount of the note became due on.December 31, 2005: As a result of the exchange, as of
August 22, 2005 the Company no longer had.any holders of Series B ot C preferred stock
and no further obligations under any Series Bor and C shares." o

On October 5, 2005, Hoactzin Partners, L.P. ("Hoactzin“) surrendered to the
Company the two outstanding promissory notes dated May. 19, 2005 and August 22, 2005
made by the Company to Dolphin in the aggregate principal amount of $2,514,000. In
exchange for the.surrender of these notes; the. Company entered into an agreement
granting Hoactzin a 94.3% working interest in a 12-well drilling -program- to -be
undertaken by the Company on its properties in Kansas. The Company retained the
remaining 5.7% working interest in the drilling. program Peter E. Salas 1s the controllmg
person of Hoactzin. - - o : T

. ’ . A ey . B ud

On June 29,.2006 the Company used $1.393 million-of the proceeds of a $2.6

million loan from Citibank Texas, N.A. to exercise the Company’s option to repurchase

from Hoactzin the Company’s .obligation to drill for Hoactzin the final six wells of the

Company’s 12-well Kansas drilling program. The controlling person of Hoactzin is

Dolphin Advisors, LLC, an ent1ty controlled by Peter E. Salas the Company s Chamnan
of the Board : . ‘

|
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1 - f the Company had not exerctsed.its repurchase 'option, Hoactzin :would, have
received.a,94% working interest :in, the final six wells of .the program until payout.as
established in the terms of the drilling program. However, as a result of the terms of the
repurchase option exercised by the Company, Hoactzin will: receive -only a 6.25%
overriding royalty in the next six Company wells to be drilled, plus an additional 6.25%
overriding royalty in the six-program: wells that have previously been drilled. As a
further result of the repurchase, the 12-well program was converted into a 6-well
i program, and because six-wells have already been drilled by the Company as'of June 30, -
12006 the drilling obligation in this program was satisfied. The participants will continue
to receive the agreed upon revenues allocable to their working interest until payouts
under the programs ‘occur; at which time the. Company will begin to receive a
management fee of '85% of those pamcrpants workmg interest proceeds for. thé
remalrung life of the: wells " e oo _ O L

c s .I ' S

4 Oll and Gas Propertles S
et . X R NGRS NEIP e P i
The followmg table sets forth mformatlon concemmg the Company s 011 and gas
| properties: L R N L -
. it D4 s "*1"’!1 o ' L. L
December 31, 2006 2005 .
Oil and gas properties, at cost $ 18,745,834 . $16454183 | '
Unevaluated properties . . .1,880,811 L il AR
Accumulation depreciation, o T o R
depletion and amortization - -| _ (7,923,016) | - - (6,778,306) |- .
Oil and gas‘properties, net [ % 12,703,629 |~ .. . $ 9,675,877 |, .

: 1
KIS BRI !

Durmg the years ended December 31, 2006 and 2005, the. Company recorded
depletlon expense of 81, 144 1711 and $902,131 respectlvely, and $1 ,285,443 in 2004 o

LY
5. Pipeline Facilities ""- KRR R R R

Y ' . 1""-_ ty . s

In 1996, the Company began construction “of “a- 65- mile’ gas plpelme (l) :
connecting the’ Swan Creek: development project-to-a gas, purchaser and ) enablmg the
Company to develop gas transportation business opportumtles in the future Phase 1, a
30-mile portion of the pipeline, was completed in 1998 Phase I1 of the plpehne the
remaining 35 miles, was completed in March 2001 “The estrmated»usefu] life of the
pipeline for - deprecratlon purposes «is 30 years. “The Company recorded $544,000,
$536,000, and-$547,161, in deprec:atlon expense related to the plpelme for..the 'years
ended December 31 2006, 2005 and 2004 respectlvely s :* R ‘

I oabm e, 0 0 N

[n January 1997, the Company. entered into an_agreement w1th the Ter ennessee
Valley Authority (“TVA”) whereby the TVA allows the Company to bury the pipeline
within the TVA’s transmission line rights-of-way. In return for this right, the Company
paid $35,000 and agreed to annual payrents of approximately $6,200 for 20 years.
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This agreement expi'res in 2017 at'which time'the parties may renew-the agr'eement for
another 20- year term in con51derat10n of similar mﬂatlon adJusted payment terms

f .t . ' . ’

Other Property and. Equlpment

1 !

H

) Other property and equ1pment con51sted of the followmg

B r ‘ , oo .o
December 3 1 R I Depreczable R < 2006 . - - 2005
H B L T S ;fe , 1. ‘ . t -

' . 1 N RRLE - , .o ' ) i, . .
Machinery and equipment LA 5Tyrs $ 771,767 . % 771,961
Vehicles L 3-5Syrs ..., 521,824 ., 494,413
Other 5 yrs 63,734 | .. . 63,734
Total 1,357,325 1,329,914
Less accumulated depreciation ) (1,089,612) | - - (1,019,166)
Other property and equipment - net $ 267,713 $ 310,748

o).

The Company uses the stralght-lme method of deprec1at10n rangmg from, three E
years to seven years, depending on the asset life. '

7. Long Term Debt .

L
P . [ - i

Long-term debt to unrelated entities consisted of the following:

December 31, — , 2006 2005
Note payable to a financial msmutlon with |- ' ' ' ‘
interest payment only until maturity..

(See Note 18) $ 2,600,000 -
Note payable to-a fihancial institution, with | .- ’ :
$1,773 principal. payments due. monthly o ‘ e
beginning January 7, 2002 through
December 7, 2006. Interest is payable TETI .
monthly commencing on January 7, 2002 at
7.5% per annum. Note is ;collateralized by, e S

the asset phrchased with the loan. . I 20,438
Installment notes bearing interest at the rate ' o
of 5.5% to 8. 25% per annum, ‘collateralized
by vehictes'  with monthly payments |

including interest of approxrmately $10 000 o ‘
dué through 2009.- ¢ »5. 3 ' 195,801 ° - 156,341
Total long-termdebt: :, i~ = <L 2,795,801 © 176,779
Less current maturities B '(65,267) ~ (58,867)
Long-term debt, less current

maturities .« .. £, o - $ 2,730,534 | $ 117,912

T 0 L T PR
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8., .. Commitments and Contingencies T e S R S SR |
! " rwl“l--rli AP P RSN IR A o MY

- The Company is a party to lawsuits. in. the ordmary course of,its busmess 1 The

Company does not believe that it is probable that the outcome of any: individual action

- will have a material adverse .effect, ,or jthat it. is likely. that adverse. outcomes. of

individually insignificant actions will be significant enough)in numberor magnitude, to
have in the aggregate a'material adverse effect omits financial statements: -, v 1
- ‘ ‘ R P | R _* (Rt TR '.}t '.'1 s

In the ordlnary course of business. the Company has entered into; various

equipment and office leases which have remaining term of 1'% years.. Approximate future-
minimum lease payments to be made under non-cancelable operating leases in.2007 are

$63 346, and $31 673 in 2008. ‘

¢ 4

Ofﬁce rent expense for each of the three years endediDecember :314:2006,.2005

"‘ CoT . LR R

" and 2004 was: approx1mately $63 346, $83 332,and, and $.77,110" respectlvely N

Yo Y L N 2 Y A PTE SLPT

9. ._,umulatwe Convertlble Redeemable e Ll T R ONCI A

.- Preferred Stock and Conversion to Drilling Program . . . ... . . ;; PR

it

3
L T

) Prnnanly before 2002 the Company 1ssued two classes of preferred stock (Serles
A and Series. B). Shares of both Series. A and B of Preferred Stock were 1mmed1ate1y
convertlble into shares of Common Stock Each $100 hquldatron preference share of
preferred stock was convertrble ata rate of $7.00 for the Serles A per share, of common
Sstoek. . The Serles B shares were convertible at the rate of average market prlce of the
Company 'S common stock for 30 days before the sale of the Senes B preferred stock
with a minimum conversion price of $9. 00 per share The convers1on Tate was. subject to
down ward adjustment for certam events : S X o :‘.1_

.- [ ) - i - PARS-]

;-

L Durmg 2002 the Board of Dlrectors authorlzed the sale of up to 50 000 shares of
a third series, Series C Preferred Stock ,at, $100 per | share The Company 1ssued 14 491
shares, resultrng in net proceeds after commissions of $1, 303 168. The Series C
Preferred Stock accrued a 6% cumulative dividend on, the. outstanding balance, payable
quarterly and was convertlble mto the Company 8. common stock at the average stock
tradmg price 30 days prior to the closmg of the sales of all the Senes C Preferred, Stock
being, offered or 5. 00 per. share,. whrchever was greater The Company was requrred to
redeern any remalnmg Series. C Preferred Stock and any . accrued and unpa1d d1v1dends in
May 2007. T e
, i .The Company .adopted the provisions of SFAS No. 150 “Accountmg for Certain
Fmanmal Instruments with, Charactensncs of, Both Llablhtles and Debt”, (“SFAS 150™)

.on July 1, 2003. Under SFAS 150, mandatorrly redeemable preferred stock shall ‘be

reclasslﬁed at falr value to a hablllty S

P T S S
' T S L TPRR S R T B S

] o e . I

Lo .
‘.‘.a‘_l,(‘ St
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The Company determined that each of the Series Al Series B'and Series' C preferred stock
qualifies as shares subject to mandatory redemption, and as such, were reclassified as
Jiabilities’ upon. adoption of SFAS 150: Accordingly, the difference between thé‘carrying
‘amount-at ‘thedate of *adoption and the fairtvalue of the sharés (discounted’ at;rates
between -:12% -and: “12:5%) was: recognizéd -as -a. .cumulative : effect “of a change in-
accounting principle! of $365,675 <effective:July 14 2003.The difference betweer' the
carrying amount 6f shares subject to thandatory -redemption and the:face value-amount: of
preferred stock was accreted at rates between 12% and 12.5% into interest expense and
the'liability until conversion or:redemption of the- shares.JAccretion.associated with these
“sharés subject to' mandatory redemption-from July .1, 2003. through December 31; 2003
‘was $354;735.and $752,003 for 2004 and-$242,007 1n»2005 o S

l' v taap 'J e

In December, 2004, the Company completed an exchange offer to thirteen holders
of-the Corhpany’s Series A 8% Cumulative Convertible-PrefeiredStock in the amount of
$2.867,900.7Seven -of the thirteen holdérs ‘elected a ‘cash’ exchange option, and-the face
amount of $1,085,000 of Series A shares was exchanged on or before December 31, 2004
for cash payments of $723,370. A gain was recorded'on this transaction in the-amount of
$458,310, the difference between the carfyjing "amourit”and the! cash-settlémient- amount.
The Company obtamed funds for the exchange from cash on hand and the proceeds ofa
'oan from Dolphm The loan from Dolphm was in the form of'a secured note inl prrncrpal
amount of $550, 000 bearmg 12% 1nterest per annum payable interest only untll due on
May" 20 2005 Five 'of the thlrteen Sertes A holders elected to patticipdte in an '8 well
drlllmg program (“Drtlhng Program”) in' exchange for their preferred Shares,“and on
December 31 '2004 the amount of $1,582,900 of Series A shares’ plus"a'ccrued d1v1dend
“of '$31,658 “was exchanged for” approxlmately 6 5 Uhits~in’ the” Drrllmg Program A
liability was recorded for the Drilling Program in 'the amount "0f $1 755,603 ‘and “Shares
subject to mandatory redemption” was reduced!‘by thé’ Same amount. The Drilling
Program liability recorded represents the estrmated fair value of the habrlrty calculated
upon adoptlon of SFAS' 150 less accretlon ' from’ such date’to the daté'of :the' ‘exchange.
The' remammg 15 umts in the Drlllmg Program contmue to be owned by the Company

. I . o } [ . . H 4 . fe J o L ‘) 1i. . 1N . - 41 ap (,
o Under the-térms of the. Drrllmg Program the former Serles A holders part1c1p afing
w1ll recelve all'the cash’ flow from- ‘each’of eight - ‘wells? drllled until they have recovéred
O% of the value'of-the Sefies A’ shares exchanged At that pomt the Company will
begm to recclve 85%‘of the cash'flow- from these’ weils ‘as a management fée, and the
former Series A ownérs will ¢ontinue 'fo receive’ 1'5% of the cash f16% for the. productlve
. life of the wells. -
" “In summary;, twelve of the 13 holders of Sertes A preferred stock exchanged their
Serles A shares.AS a tesult,'as'of December 31, 2004 the Company ‘had remammg only
‘'one’ Series A shareholder, 'in face’amount of” $200, 000 * On’ December 30, 200) the
Company reached an agreement to exchange the last.temaining Serie$ A*8% Cimilative
Convertible Preferred Stock in the face amount of $200,000 plus $12,000 of acc rued
dividends for a cash settlement of $145,400.
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The payment was made on January 3, 2006. The $145,400 liability as of December 31,
2005 was recorded as an accrued llablhty on the balance sheet and a gain of $78,324 was
recorded, the difference betweéen the carrying amount of the preferredf stock and the cash

settlement ameunt. v At Ly o . T L

. -t v, - PP
1T S 4+ e ' [

L ’ s ."v ' e T,'. .
"« During 2005 the 'Company completed six wells'of the' cight ‘well Drilling Program
and completed the program drilling in the second quarter:of 2006 The Company reduced
the DrillingProgram liability 'by- $1, 755 603" and offset 011 and -gas propertles by a
correspondlng amount. i ety AR e S i3
: LT I PR R oy, L4 ' Lol
On ’August 22; 2005 all holders of the Companys Series'B and C Cumulatlve
Convertiblé Preferréd Stock (the "Series B and Series'C shares"), having a total aggregate
value of $5,113,045 'consisting of face value, dividerids, and interest exchanged all rights
undef- their Series B-and: C shares for cash-or for the Compary's common stock. As a’
result of the'exchange, as of August 22, 2005 the Company no longer had any holders$ of
Seriés B or'C preferred -stock and no' further obligations under any Series B or C shares.
Holdeis of approkiniately 53.2% of the face value of outstanding Series B and C shares
exchanged their preferred shares having an aggregate value of $2,721,140 for cash
payments totaling $1,814,184. The Company obtained the funds - for this exchange
primarily from proceeds of-a loan’of $1,814,000 fréih Dolphin: The loan from Dolphin
was ev ldenced by-a- secured promtssory note dated August 22 2005 ‘béaring 12% mterest
become due on’December 31} 2005. A-second option ‘offered to the Series' B and C
holders was to exchange their Series B and C shares for four shares of the Company's
common stock-for each dollar of the face value'and unpaid accrued dividends and interest
on their Series B and C shares. All of the holders, in¢luding ‘Dolphiin, -6f the remaining
aggregate value of $2,391,905 or 46.8% of the Series B and C shares selected this option..

+ As a result, a total of 9,567,620 shares of the Company's common stock were issued to
‘ .those holders Of this total number, 4,595,040 shares of unregistered common stock were

-shares held by Dolphin. - L .

.1ssued to Dolphin in exchange. for the $1,148,760 in aggregate value of the Serles B

e ’ -

[n totaf the Company recorded a gain durmg 2005 from the exchangé of Serles A ,
B and C.sharesfor cash and -stock of $635,746, the dlfference between the carrymg
amount and the cash settiement amount and-the stock 1ssued e
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10. Asset Retirement Obligation

The Company follows the requirements of SFAS 143. Among other things, SFAS
143 requires entities to record a liability and corresponding increase in long-lived assets
for the present value of material obligations associated with the retirement of tangible
long-lived assets. Over the passage of time, accretion of the liability is recognized as an
operating expense and the capitalized cost is depleted over the estimated useful life of the
related asset. Additionally, SFAS 143 required that upon initial application of these
standards, the Company must recognize a cumulative effect of a change in accounting
principle corresponding to the accumulated accretion and depletion expense that would
have been recognized had this standard been applied at the time the long-lived assets
were acquired or constructed. ' The Company’s asset retirement obligations relate
primarily to the plugging, dismantling and removal of wells drilled to date. The
Company’s calculation of Asset Retirement-Obligation used a credit-adjusted risk free
rate of 12%, an estimated useful life of wells ranging from 30-40 years, estimated
plugging and abandonment cost range from $5,000 per well to $10,000 per well.
Management continues to periodically evaluate the appropriateness of these assumptions.

On March 4, 2005 the Company sold its Kansas gas wells, and consequently the
asset and the corresponding liability relating to. asset retirement obligations on these
wells were extinguished. The asset account was credited for $60,998 and the liability was
removed in the amount of $133,397, creating a .gain on the extinguishment of future
obligations in.the amount of $72,399, which was credited to interest expense.

The following is a roll-for\;s(ard of activity impacting the asset retirement
obligation for the year ended December 31, 2006:

Balance, December 31, 2004 . : v 5 708,677

Sale of gas wells _ : (133,397)
Accretion expense ] . ] 45,985
Liabilities Settled . (54,277)
Balance, December 31, 2005 $ 566,968
Accretion expense : 42,340
Liabilities Settled ) _ _ ' ' (97,293)
Balance, December 31, 2006 $ 512,015

11. Stock Options

In October 2000, the Company approved a Stock Incentive Plan. The Plan is
effective for a ten-year period commencing on October 25, 2000 and ending on QOctober
24, 2010. The aggregate number of shares of Common Stock as to which options and
Stock Appreciation Rights may be granted to participants under the plan shall not exceed
3,500,000. Options are not transferable, are exercisable for 3 months after voluntary
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resignation from the Company, and-terminate immediately upon involuntary termination
from the Company. The purchase price:of shares subject to this plan shall-be. determined

at the time the options are granted, but are not permitted to:-be: less, than 85% of the fair « '
market value of such shares on the date of grant. Furthermore, a participant in the Plan
may not, immediately prior to the grant of an Incentive Stock Option hereunder, own
stock' in the Company representing- more than ten percent of the-total voting power of all -
classes of stock of the Company unless the per share option price specified by'the:Board " "«
for the Incentive Stock Options granted such a participant is at least 110% of the fair
market value of the Company’s stock on-the date of-grant.and such option; .byits terms,

is not.éxercisable lafter the: nexplratlon 'of 5. yéars from the date such. stock .option is." .-
granted:. of 7 . - oaneia s Lo e e T TN 7Y

T T L LT N O ST wn R e ey Sile e g

Stock option activity in 2006, 2005 and 2004 1s summarized- below:r. 10 e

2006 2005 o 2004 i
Weighted ) Weighted | Weighted
gL Vel toy U uoAverage |7y - - L0 . Average T Average
Exercise-| .. - .| iExercise |, e - Exercise
Shares " Price Shares Price Shares Price
Outstanding, 4., .. . |- -, - | ... P E
beginning of . . R . L, U I,

. FY N S FURE DA ) I, f R SERPRY B . ' L N ~
year 2,584,000 $ .29 295,153 $ 1.26 461,590 § '1.32
Granted 350,000 60 2,500,000 | 27 - -
Exercised (338,000) 42 (100; 000)- - 27 - (142,000) -.50
Expired/ =~ -+ - = - |7~ e - S
canceled - - |- reo- S = s (lll 153) 2.52 (24.437) 6.89

Outstanding- |- - - . . .. [ S
and . ) o ‘ .ot ot
exercisdble, . |. 2,596,000 " " $ 31 | 2584:000. . $ .29 295,153 |8 126
end:of year | SR

T EREIE PN DA

-The followmg tablc summarizes - mformatlon about stock options outstandmg and -

exercisable at. December 31,2006z . . ... ... .. . . R ‘ S '

S | ., arMed T Options ' | " *Options i
Outstanding b Exercisable. « | tat
. Weighted Average
Weighted Average Remaining
Exercise Price Contractual
Life (vears)
Shares Shares
3 027 2,326,000 3.33 976,000
$ 058 170,000 4.08 145,000
Total $ 0381 100,000 4.08 100,000
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No options were granted in 2004. The weighted average fair value per share of |
options. granted.during 2006 and 2005 range from $0.15 t0.$0. 32 calculated using the ,
Black- Scholes Optlon Pncmg model o .. . Rk -

No compensatlon expense related. to-stock options was recogmzed ing 2004.
Compensation expense of $84,030 related to stock optlons was. recogmzed in: 2005 and e
$128, 197 in 2006. . L . o y . .

: The fair value of stock options used to compute pro forma net-loss and loss per .. ...
share disclosures is the estimated present value at grant. date using the. Black-Scholes' .
option-pricing mode! with the following weighted average assumptions for 2006 and
2005: expected volatility of 60% for 2006, and 2005; a risk free interest rate of 3.67% in
2006 and 2005; and an expected option life of 2.5 years for 2006 and 2005. -

li_. Income Taxes _

The Company has taxable income for the perlod endmg December 31 2006 and
December 31 2005 and no taxab]e income for the prev1ous year. .

A reconciliation of the statutory U. S Federal income tax and the .mcome tax

provision included in the accompanymg consolldated statements of operations i$ as

“follows: x )

" [ December 31, 2006 2005 2004 |
‘Statutory rate " 34% 34% - 34% |,
Tax (benefit)/expense :
at statutory, rate - $ 728,000 $ 370,000 .} % (673,000) . .
State income - .
tax (benefit)/expense 85,000 43,000 ©(79,000)
Other . 3,000 3,000 (41,000)
Non-deductible mterest - - 315,000,
Increase/(decreases)in deferred
tax asset valuation allowance (816,000) . (416,000) 483,000
Total income tax provision - -
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“Thé Company’s deferred tax assets and liabilities are as follows:

December 31 - -4, 2006 2005 2004
PR ATR S B e )
Deferred tax assets: N S o 1 _
Net operating loss,carryforward .. $ 8,700,000 . $ 9,616,000 $ 10,438,000
Capital loss.carry forward . 263,000 .| . 263,000 263,000
Total deferred tax assets . . . - - 8,963,000 , 9,879,000 . 10,701,000
Deferred tax liability: . - : - . _ -
Basis difference in pipeline . 300,000 . 400,000 806,000
Total deferred liability . .,300,000 | 400,000 806,000
Total net deferred taxes . " 8,663,000 . 9,479,000 9,895,000
Valuation allowance " (8,663,000) (9,479,000) (9,895,000)
|Net dei'erred liability , - - -

' -
LI tO#‘

No mcome tax _expense was recogmzed for the years ended December 31, 2006 or
Decernber 31, 2005 because deferred tax benefits, derived from the Company s prior net
operatmg losses were prev1ously fully reserved and are being offset against tax liabilities
that Would otlierwise ‘arise from the results of current operations. Additionally, deferred
income tax assets and liabilities are not reflected in the Company’s financial statemients.
Manaoement continuously estimates the realization of its deferred tax assets based on its
assessment of the likely timing and adequacy of future net income that will be generated
from 3ales in a volatile commodity market, at prlces over whlch the Company has no
control. Based on its assessment, for each of the years ended December 31, 2006 and
2005, the Company recogmzed a deferred tax benefit only to the extent necessary to
offset the habthty artsmg fmm 1ts operations for the year

" For the year ended December 31 2004 the Company offset the deferred tax -
benef’ t ansmg from its tax loss with’ an equal reserve of $483 000.
M As of December 31 2006 the Company had net operahng loss carry- forwards of
appro (1mately $23 200, 000 which w1ll explre between 201 1 and 2023 if not utihzed '

P

13. Supplemental Cash Flow Information *

The Company pald appr0x1mately $126 250 '$524, 000 and $697,000, for interest

No meome taxes were paid m 2006 2005 or 2004 .
14. ' Rights Offering '~ " - .

On October 17 2003, the Company filed a Registration Statement on Form S-
l(the “Rights Offenng”) with the Securities and Exchange Commlssmn (“SEC”) O
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February 13, 2004, the SEC deemed thé-Registration Statement on.Form S-1 effective.

_+ The Rights Offering was a distribution to the holders of the Company’s common:
stock outstanding at the record date, February 27, 2004, at no charge, of nontransferable
subscription rights at the rate of one right to purchase three shares of the Company’s
common 'stock for each sharé of common stock owned at the subscription price'of $0.75
in the aggregate, or $0.25 per each.share purchased.. Each subscription right; -in addition
to the right to purchase' three shares 'of common stock, carried Wwith it. an- over-.
subscription privilege. - The over-subscription privilege provrded stockholders ‘that!
exercise all of their basic’ subscription privileges with the opportinity’ to purchase those_
shares that were not purchased by other stockholders through the exerc1se of" thelr basic
subscrlptlon pnvrleges at the same subscrlptron prlce per share.

] .
S .
i ey

As provided in the Rights Offering, 7,029,604 r1ghts were exerciSEd'pursuan't to
the basic subscrlptlon privilege, resultmg in the purchase of 21,088,812 shares at $0.25
per ‘share for “gross, proceeds to the Company of $5, 272 203 resultmg from the basic
subscnptlon prnvrlege A total of '15, 211 118 rlghts were” exercised pursuant to the
oversubscrlptlon pr1v1lege resultmg m addltlonal . gross proceeds to the Company of
$3 802 797 ' Lo e I
Of; the shares purchased pursuant to the nghts Offermg 14 966, 344 shares‘werle
purchased by d1rectors .officers and owners of 10% or more of the Company s
outstandmg common stock ' ‘

1 . . [ 5
Ry e i 4 . . ' P N \ LY 1

" At the tifne the Rights’ Offermg closed on March 18 2004, all 36.3 m1lhon shares
offered had been subscribed and, as ‘a result;’ the Company raised approxrmately $9.1
millign. The total number of shares subscribed actually exceeded the 36.3 million shares
available for issuance under the offering. Conscquently, all shares subscrlbed for.under
the basic privilege were issued ‘and " the number of ‘shares issued under the "over-
subscription privilege was proportlonately reduced to equal the number of remaining
shares. The al]ocauon and issuance of the oversubscrlbed shares was made by Mcllon
Investor Servnces "the Company’s subscrlptlon agent who also returned” payment' for
those over-subscribed shares that were not available. . : o, ‘

The net proceeds of the Rights Offering were used to pay non-bank indebtedness
in the aggregate amount of, approxrmately $6 million (mcludmg $3, 850 000 in principal
amotint plus accrued inferest owed by ‘the Company to Dolphm) and to pay $1,157,000 as
a portion of the.Company’s settlement with Bank One. The’ balance of the net
proceeds were used for working capital purposes, including the drlllmg of additional
wells. At December 31, 2003, the Company incurred costs in connection with the Rights
Offermg of $223 003, which were reflected in the consolidated balance sheet in other
current assets This asset was offset agarnst gross proceeds in March 2004 when such
proceeds were received by the Company
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15. Litigation Settlement

On May 10, 2004 the Court entered its final order approving. the fairness of the
settiernent to the class, dismissing the action pursuant to a Settlement Stipulation, and
fully releasing the.claims of the class members in Paul Miller v. M. E. Ratliff and
Tengasco, Inc., No. 3:02-CV-644 in the United States District Court for the Eastern
District of Tennessee, Knoxville, Tennessee. This action sought certification of a class
action to recover on behalf of a class of all persons who purchased shares of the
Company’s common stock between August 1, 2001 and April 23, 2002, unspecified
damages allegedly caused by violations of the federal securities laws. In January, 2004
all parties reached a settlement subject to court approval. The Court entered its order
approving the settlement on May 10, 2004. Under the settlement, the Company paid into
a settlement fund the amount of $37,500 to include all costs of administration,
contributed 150,000 shares of stock of Miller Petroleum, Inc. owned by the Company and
.issued 300,000 warrants to purchase a share of the Company’s common stock for a
pertod -of three years from date of issue at $1 per share subject to adjustments. The
Rights Offering adjusted this price to $0.45 per share. The Miller Petroleum, Inc.
investment had a net carrying value of $60,000 and a cumulative other comprehensive
loss of,$90,000, which was reversed from cumulative other comprehensive loss and
recognized as a realized loss during the third quarter of 2004. ..

16. Bank One Settlement

On November 8, 200!, the Company signed a credit facility with the Energy
Finance Division of Bank One, N.A. in Houston, Texas whereby Bank One extended to
the Company a revolving line of credit of up to $35 million. The initial borrowing base

. under the facility was $10 million.

On April 5, 2002, the Company received a notice from Bank One stating that it
had re-determined and reduced the borrowing base under the Credit Agreement by
. $6,000,000 to $3,101,766. Bank One demanded that the Company pay the $6,000,000
within thirty days of the notice. The Company filed a lawsuit in federal court to prevent
‘Bank One from exercising any rights under the Credit Agreement. As of May 1, 2004,
the outstanding balance due to Bank One under the Credit Agreement was $4,101,796.

On. May 13, 2004, the Company and Bank One executed a written agreement
resolving all claims. The Company agreed to pay the sum of $3,657,000 to the Bank by
-May 18, 2004 in full satisfaction of its obligations to the Bank and to immediately release
all claims against the Bank and to dismiss the litigation. In turn, Bank One agreed to
immediately release all its claims against the Company, dismiss the litigation and to
executz releases of its liens on all of the Company’s properties securing the credit facility
upon receipt of the agreed payment.
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On May 18, 2004, the Company paid Bank One the agreed upon settlement in the
amount of $3,657,000.  The funds were obtained from proceeds of loan from Dolphin
Offshore Partners, LP (“Dolphin”) (the managing partner of Dolphin-is' Peter E: Salas, now
Chairman of the Board of Directors), in the principal amount of $2,500,000 bearing interest
at112% per anmir.t paydble initérest only ‘monthly beginning Juné 18, 2004, and with the
prmc1pal tamount dué’ May: 20, 2005: The ‘balance’of the settlemenit amount of*$1,157,000
was pald from_funds @vailable to the Cotmpany-from ‘the proceeds of the Rights Offering.
Upon rece1ptl ‘of ithis' payments dn- agreed ordér ‘signed by the” Company and the Bank
d1smlss1ng all’ clalms in"litigation was- ﬁled ‘with’the court on May 20, 2004 and ¢ntered by
theé court. The* ‘Company recorded- a- gain from’ extinguishment of debt in the amount of
$336 820"in the"second “quartériof*2004, which was “the- dlfference between the carrymg |

amount ofithe. loan 16s¢ the'settlément amount.s -/ St 0 e
“u“-".GJ 1. J“ ‘{ L ’ '.':f'-‘ T T B S

B YARE SaleofKansasGasPropertles IR AN _-’~ A

: . , H Ao " . ' L
oL e |'"- o 1S PR i o S e N f AL,

¢ 1:On ‘March 4; 2005 the Company sold ts Kansas .gas wells, leases ‘and the assoc:ated
gathermg systemi/in place:, ins Rush’ County, Kansas'to Bear' Petroleum; Inc. for -$2.4
million. The Comparny’s- -gas: producing properties in Kansas weré phys1cally separated from .
the: oil ‘properties;.and-'were all: located in Rush County; Kansas consisting of 51 producing
gas: wells and .associated gathering system. -+ All proceeds ‘of this sale, being the sales ‘price
less a-salés comimission of $50,000; were immediatety paid. to Dolphin Offshore /Partners,
L.P. to reduce the principal of the promissory note-to Dolphintin'the amount of $2.5 million
to $150,000. The Company recorded a credit to oil and gas properties of $2,350,000, the sale
price net of commission. The Company also sold two small oil wells in the fourth quarter of
2005 for a total of $301 770 and recorded a credit to Oll and Gas Propert1es

L S T L S IR R LSS E N S . ‘e -

18.-" -Bank Loan P DI I oy ., 0 I R L N
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On June 29, 2006 the Company closed a $50,000;000 revolving senior credlt facility
between the Company and Citibank Texas N A in its own capaclty and also as agent for

e

otherbanks I T I I s

¢ gt el ITROVE BN A S T A SN A2 50 X1 B O PO U
" -Under'the fac1l1ty, loan§ and-letters of credit’ Wwill' bé' available to the Company+on a
revolvmg basis ifi'an amoutit outstandmg ot to exceed ‘the'lesser-of $50,000,000 or the
borrowmg base' in efféct from.time to time.' Fhe- Company’s initial borrowmg base was set at
$2,600,000. “The initial loan. under the facility with' Citibank closed on Jutiei29, 2006'in the
principal amount of $2.6 million, bearmg interest at a floating rate equal to LIBOR plus
2!5%; resulting in an initial rate” of intéfest of approximately 8.2%. Interest only is payable
diring the term of the loan’and the prmmpal badtante of the loan is due thirty-six months from
clsing.c! The' facility is secured by ' lign' on substantlally all of*the- Company’s producing
and’ non-producmg ‘oil’and gas properties and- pipélin® assets. The ‘facility has standard-loan
covétiants 5uch as*current rat1os mterest coverage ratlos ete, w:th which the Company is in

PRI ¥

comphance P A R RN Ry E PR P S
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. s .
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$1.393 million of the $2.6 million loan proceeds were used by the Company on June 29,
2006 to exercise ‘its option to' repurchase from' Hoactzin Partners, “L.P, ‘the' Company’s
. obligation to drill the final six wells in-the-Company’s 12-well-Kansas drilling program for

‘Hoactzin.. The Company incurred loan closing costs consisting of legal fees, mortgage taxes,
t - commissions and bank fees-totaling $285,224. .This’amount will be amortlzed over the term

Il

of the note. S T
19. Restricted Cash AT . It

. As'security required by-Tennessee oil and gas reguldtions; the:Company placed
- $120;500 in-aCertificate of Deposit to:cover future asset.retirement .obllgatlons for the
Company’s Tennessee wells. : A

+

20. Quarterly Data and Share Information (unaudifed)

1 0

" The following table sets forth for the ﬁscal periods mdlcated selectcd consolldated

f'manc1al data o o o e

‘ e

, . Fiscal Year Ended 2006
First Quarter = |- Second Quarter -| Third Quarter(‘é‘) _ Fourth Quarter(a)

Revenues” $ 2,098,969 -, "1 $2,354,736 ¢ . |- $2,251,274 . $.2, 296 702 :
Net income 316,347 720,769 519,094 585,154
Net income T ' £ ' S
attributable 10
common v ° | - S S g
stockholders $ 316,347 $ 720,769- - $:519094 - | 8§ 585,154
Income per A _ o . ‘ .
common share $ 0.01 $ - 0.01 $ 0.01 Ye 0401

o v ‘Fiscal Year Ended 2005 ., . . .. .00 e )

- 1" First Quarter " Second Quarter . Tf}il:d Quarter - .Fou_rth .Q_uax;ter
Revenues - - $ 1,431,018 $ 1,612,097 $ 1,879,589 '$ 2,250,172
Net loss/income (418,351) (132,540) 661,78 | T 977,138
Net loss/income o, R . - Lo
attributable to
common o L N R ' '
stockholders . | §. (418,351) $ (132,540) J$, 661,781 - .. |~--$ 977,138
Income/loss per P U TY U S
common share $ (0.01) $ (0.00) $ 0.01 $ 0.02
® " Gains on exchange of mandatorily redeemable preferred stock were

recorded in the amount of $577,422 in the third quarter of 2005 and $78,324 in the fourth
quarter of 2005. ' .
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21. Supplemental Oil and Gas lnformanon (unaudlted)
‘..-!. J ' N 4 ' ot [} f. ‘1..' I \ . ? R j
-« _Information w1th respect to* the Company’s, oil._ and'.gas .producing activities is

'presented in the following tables. Estimates of reserve quantities, as well as future production
. and discounted cash flows before income taxes,; were determined by Ryder Scott Company,
- . L.P. as-of December, 31!, 2005,.2004. The:reserves were,estimated by LaRoche: Petroleum

Consultants Lid. in 2006. PP

Qil and Gas Related Costs A L “

o The following table:sets forth-information concerning.costs related to the Company’s

oil and gas property’ acquisition, exploration and development.activities'in. the Unitéd States

during the years ended: oo e
12006 " St 02005 - | . 22004

Property acqu1s;t10ns
Proved . ot IR AR P Cow e I NN AR & ' \ .
Unproved $ 1,880,811 - et
Less —proceeds from iy . ' _
Sales of properties. - |~ ' - C TR 8 (2,651,770) | - $  (77.868)
Devélopment'Cost |~ . 2,291,651 " 402,876 1,200,771

LT N 41'12,462 . $ (2,248,894) % 1,122,903

" Resultsof Operatlons from Oil and 'Gas Producmg Actw:tles )

‘

The following table sets forth the Company s results of operatlons from 01l and gas

producing -activities for the years ended: - TR ) n
December 31, o : . 2006 - 2005 . 2004
Revenues . $ 8,896,036 $ 7,076,790 $ 6,013,374

| Production costs and taxes -. "t " 1 (3,145,244) (2,956,307) | (3,241,905)

. amortization e - 1 (1,144,711) |- - (902,132) (1,285,443)

Depreciation,  depletion  and |

Income from oil and gas producmg ‘

activities 18,606,081 |- $ 3218351 | $ 1,486,026

In the presentatlon above, no deductlon has been made for indirect cost5nsuch as

‘corporate overhead ‘of interest expense. - NG income taxes are reflected above due to the

Company s operatmg tax loss carry-forwards.

#‘ H ~ NS . B IR
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The following table sets forth the Company’s net proved oil and gas reserves at
December 31, 2006,-2005 and 2004 and the changes in net proved oil-and gas‘reserves for the
years then ended. Proved reserves.represent the quantities of crude oil and natural.gas which *
geological and engineering data demonstrate with reasonable certainty to be recoverable in
the future years from known reservoirs' under existing economic and operating conditions.

feet (Mcf) in the case of gas._

B

.Reserves are measured.ini barrels (bbls) in‘the case of .oil, and_units.of.one thousand cubic —. _...

SR IR o

Oil (bbls) Gas (Mcf) "~ ' ¢
Balance, December 31, 2003 . 1,371,134 14'3'4‘4 703 "
Discoveries and extensions © o eamee 41054 - - LIRS
Revisions of previous estimates A (190,585) (5 o13 179) . o
Production (131,603) (484,524) °
Balance December3| 2004 ] 1 090 OOO‘ C 7947000 0 e
Discoveries and extensions LBy 25768, L L i Y
Sale of Reserves - (2,350 000)
Revisions of prewous estlmates 403,247 (629,633)
Production o e (144,552) (204,128)
. Proved.réserves at December 31,2005 . 1374463 ...... 4,763239_ . ... ... ..
" Discoveries and extensions ' T Y 80,000 S R T
Revisions of prev1ous estlmates 446,732 (3,318,074) * !
Production : © (189,189) (138,078) B
Proved teserves at Decémber 31, 2006 -F 1,712,006 “q 307 087 R
.- L LI N SRS S
Proved developed producirig f ','} BT
resefves at December 31, 2006 o 1,358,532 1,264,527° "
Proved developed producing ot T e
reserves at December 31,2005 A 1,091,135 2 814 306 L
Proved developed producing . e e
reserves at December 3172004 Trh 783,0000 !

5,3"42,000~ T T

s Of the Company 5 total proved reserves as of December 31, 2006, 2005 and'2004—. -

producing, 2%,

'approxnnately 82%;, “72%and -~ 69% respectlvely, were ~classified -as proved dcveloped" e
14%, and 17% respectively, were classified as proved developed non-

producing and 16%, 14%, and 14% respectively, were classified as proved undeveloped. All
of the Company’s reserves are located in the continental United States.
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Standardized Measure of Dlscounted Future Net Cash Flows .~ ... (..
(unaudlted)

) ’ . . oty ', e ,} N . p , }

«'1 The- standardxzedemeasure of discounted future net cash- flows: from the Company §
provcd oil and gas reserves is presented in the followmg,two tables:- . . .. oL
¢l ‘J‘ 'J “A J j‘ 'i f_‘ " : . .‘-' . ‘_‘-: 1 ~’ '—’ ) ' '-‘ '.‘ & .- : > . t I é
B T ey . (amounts mthousands) ey
December 31,. ., T ,2006 A 2005 . - . 2004 .
' S B v bdl

Future cash inflows $ 107,291 $ 130,584 $ 100,516

Future production

costs and taxes e T 52033y < - - (55,625) v - (47,129)
Future development costs A (4,505) (1,499 . . (1,157).
Future income tax éxpenses L - A - T
Net future cash flows L 50,753 73465 ., 51,630, ~
Discount at 10% for ,., T L
timing of cash flows ' ' (24,284) (36,286) (24,899
Discounted future, net- cash flows from - . : [ AT
proved reserves L $ 26,469 $ 37,179 .8 26,731 .
e (amounts in thousands) e
2006 - . L2005 ., . 2004
Balance, beginning of year e $37179° $ 26,731 ., S 26363 . -
Sales, net of production costs g : T
and taxes oL (515 @12y 2,772) |
Discoveries and extenswns o6 1,73 | 453 . - 595
Changes in prices and ' ‘ .

. productioncosts - * . -0 - T A 700 (6,329) 0 7 13, 537, 1,127+
Revisions of quantjty estimates . .. . (1,781) 4,559 12, 574) .
Sale-of Reserves ™~ - e e T SRR e - o= (4 856) el T T
Interest factor - accretion S ' . T R
of discount ... ., ¢ ' TR 3,718 <"2;§73 .- 2,636
Net chiange'ifi incomie taxes™ ot T T T m L o EE
Changes in future development costs, |, (3,010) C 262 L 4201
Changes in production rates- oo R A
and other _ . 709 (2,059) (2,845)
Balance, end ofyear oot o $ 26 469 O .$37,179 7§ 26,731

CIS IR N I P RV Vo c Lot
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Iistimated future net cash flows represent an estimate of future net revenues from the
production of proved reserves using current sales prices, along with estimates of the
operating costs, production taxes and future development and abandonment costs (less
salvage value) necessary to produce such reserves. The average prices used at December 31,
2006, 2005, and 2004 were $56.50, $55.81, and $40.92 per barrel of oil and $8.33, §11.31,
and $7.04 per MCF of gas, respectively. No deduction has been made for depreciation,
depletion or any indirect costs such as general corporate overhead or interest expense.

Operating costs and production taxes are estimated based on current costs with
respect to producing properties. Future development costs are based on the best estimate of
such costs assuming current economic and operating conditions.

Income tax expense is computed based on applying the appropriate statutory tax rate
to the excess of future cash inflows less future production and development costs over the
current tax basis of the properties involved, less applicable net operating loss carry-
forwards, for both regular and alternative minimum tax. For the years ended December 31,
2006, 2005 and 2004 the Company’s available net operating loss carry forwards offset all tax
effects applicable to the discounted future net cash flows.

The future net revenue information assumes no escalation of costs or prices, except
for gas sales made under terms of contracts which include fixed and determinable escalation.
Future costs and prices could significantly vary from current amounts and, accordingly,
revisions in the future could be significant.,

. AN | "y
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Exhibit 21

List of Subsidiaries

Name

Tengasco Pipeline Corporation . * ©

Tennessee Land and Mineral Corporation
Manufactured Methane Corporation
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Tennéssee,

Tennessee
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Exhibit 23.1 _ v

(On LaRoche Petroleum Consultants, Ltd. Letterhead)

CONSENT OF INDEPENDENT PETROLEUM ENGINEERS -+« © - oo

v
As independent oil and gas consultants, LaRoche Petroleum Consultants, Ltd. hereby
consents to (a) the use of our report setting forth our estimates of proved reserves and future -
revenue, as of December 31, 2006, to the interest of Tengasco, Inc. (“Tengasco”) in certain oil
and gas properties; and (b) all references to our firm included in or made a part of Tengasco’s

Annual report on Form 10-K for the year ended December 31, 2006.

s/ LaRoche Petroleum Consultants, Ltd.
LaRoche Petroleum Consultants, Ltd.
(Signature)

Dallas, Texas
2/08/2007
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I, Jeffrey R. Bailey, certify that: 6l '{Timo Jhpf A M &M M
I i
bt ,{ i1. I have rev:ewed this;anmial report omForm‘*lO K ofiTengascoyincivar ;va*{ i
4 s ! ‘ . 1 ~
530 Jn2rBased onimyknowledgelthis: annual reporttdoesmot comamvanyfuntrue:statement of a
matenalifact or: :Omit tosstate a material-fact necessary to:miake: theistatements madeyin‘lightiofither
c1rcumstances under whichisuch statements.were:made; mot: mlsleadmnguh respect to.the.periods
ver th1 11 hogot Isunns eitlt vd brovoes
co ee@ﬁby S annua eport Rongiy vt a9 “aﬁl ¥ dt
1
ami tye3nBased on my;knowledge'ftherﬁnancml statements; and othernnf‘ormatlommcluded in.
this annual report;ifairlyipresenttin alﬁl *material. respects the financial: condltlon‘lresults Of;\d L c.;mi
operatlons andrcash ﬂows ofthe: regrstrant as of, rand fori:the: perlodsfpresentednn this: report; B¥GU-

3 I'.u’ [ f (.” SN : T g i .i‘ STV ‘\ B ‘TLI ! ‘fn'r 'J‘. ;! i l.l.i-vl—ll

. hrd.iThe: reglstrant s:other certifying ofﬁcers and:lare responsxble'for:establlshmg and "3
hsnmalntammg disclosiite controls andiprocedires (as defined- m'Exchang@Acthules'rl3a-lS(e)iandn
15d-15(e)) for the registrant and we have: :avad sw bns inomizigsr odi m* {(o)¢1-bét

.

[ Y ,. \, ¥ 8 'I
ey ¥k
s1zolozth (toi(a):designed such'disclosure controls and procedures lor. caused such.disclosure

controlsvand\procedures to'be desngnedtunder our/supervision;ito ensurenthat'matenaljmformatlom
relatmg tothe. registrant, including .its’ consolldated Subsidiaries,:isimade known to: usabylotheran
within'those entities! particularly;dufingpthie penod injwhich thigiarinual. reportdsmbemgfprepared v

| hin 2lc(b) evaluated theiéffectivenessiofithe registraﬁtis:dis’closur’e'corit'tolsland
procedures and presented in.thisreportiolr conclusions about the:efféctiveness-of.the:disclosure1q
controls andiprocedures, ‘as-ofithelend of:the period:covéréd by:thisireport based-on'suchs zio1tn02
evalua:tion; and bli~ ;aoiteulsvs

1:'\10 fontao(¢) disclosédlin!this-repbnfany‘chhngeiinl.thelregis'tréritis1ihte'1‘nzilnfcorﬁrol over
financial:reporting:that occurfed-duringthe registrant’s most recént:fiscal quarter:(ithe.registrantis
fourthy Mfiscal: ‘quartebin theicaséiofianrannual: freport) that has:matérially:affectédoniisireasonablyl
likely to materially affect; the registrant’stinternal:control ‘overifinancial reporting;: andf m ot slsdil

h*

‘a-S:nT he:Registrant’s othericertifying officers'and Dhave:disclosed, based:on opr.'hlost
fecentlevaluation of internalicontrolioverfinancialireportingito:thieiregistfant'siauditors:and
the audlt ‘committee ofithe:registrant'ssboard ofidirettdrs:(or personistperforming:théws o
equlvalent functions): { (7 :nomml{’i nslsviups

ngiaoh ol ni (a)’aJ!’kml!si'gﬁiﬁcanf deficienciesiand material wedknesses)in {the design
916 doidw 3 unit10ys1 or operation ofiinternal:control over financial reporting, which are
| o1 ysi'ids 24nemireasondbly:dikely:to adversely-affectiherregistrant's ability to
bng :noiisratelsi Isirecord,iprocess; summarizerand:report financial mformﬁltlon, and
10 Inoinugsn(b) 29vAny. fralid!whether or not:miterialfithat involves management or
P tismi2igat orl) aother employees.whoiliavera significant role:in the registrant's
internalicontrollover financial reportingrrsini i
[l}
Dated: March 27, 2007 T00S V< floisM :be1sQ
I dufi A isMis/leffrey R. Bailey \
. Abosl A P v]effrey R, Bailey, )
192 xref() enittincodd bae [sronsni’l Ieqionn®Chief Executive Officer |
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EXHIBIT 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC-ACCOUNTING FIRM

Tengasco, Inc. and Subsidiaries
Knoxville, Tennessee .
We hereby consent to the inclusion of our report dated March 21, 2005 in this Form 10-
K, related to the consolidated financial statements appearing in the Company’s Annual

Report on Form 10-K filed on March 31, 2005 and as amended on September 13. 2005.

/s/ BDO Seidman, LLP

Atlanta, GA
March 20, 2007
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Board of Directors Independent Auditors ©
Rodefer Moss & Co, PLLC =3

Peter E. Salas 5110 Maryland Way, Suite 350 é"-
Chairman Brentwood, TN 37027 3
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Dr. John Clendening

Director

" Newport Office Center V.l]
Clarke H. Bailey 480 Was_hington Boulevard
Dircctor Jersey City, NJ 07310

888-213-0965

Carlos P, Salas

Director Counsel

Kenneth N. Miller

Law Offices of Kenneth N. Miller
1140 Avenue of the Americas,
Suite 1800

New York, NY 10036

Jeffrey R. Batley
Chief Executive Officer, Dircctor

Corporate Officers
Stock Exchange Listing

Jeffrey R. Bailey American Stock Exchange

Chief Executive Officer Ticker Symbol: TGC |

Cary V. Sorensen Form 10-K

Vice President, General Counsel Management’s discussion and analysis

Secretary of financial conditions and results of its '

) 2006 operations, along \@ith the

Mark A. Ruth quantitative and qualitative market risks

Chief Financial Officer faced by the Company “.i": discussed in
the Company’s Annual Report on Form

Robr_:n M. Carter o 10-K for the year ended December 31,

PreSldCﬂl_ of Tengasco Pipeline 2006, a copy of which is included in this

Corporation Annual Report. ’

Annual Mceting

Corporate Headquarters The Annual Meeting of the Stockholders
10215 Technology Drive will be held 10:00 a.m. Monday April
Suite 301 : . 30, 2007 at the Homewdood Suites by
Knoxville, TN 37932 Hilton in Knoxville, TN.

865-675-1554

Fax 863-675-1621 World Wide Web

For more information abowm Tengasco,
visit our website a1 '
hitp:/fwww lengasco.com
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